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LETTERS TO THE EDHOR 


Sarawak Snaps back 


K. Das’ article about Sarawak [Snap, 


shaken my faith in the REVIEW’s ability to 
give me accurate and reliable information. 
It is riddled with inaccuracies, and its most 
trenchant piece of analysis is based on a 
false premise. 

For the record: Datuk Taib Mahmud is 
not a Malay. His people, the Melanaus, 
are as indigenous as the Dayaks. The 
statements that “the Snap [Sarawak Na- 
tional Party] challengers are well aware 
that Taib, who heads the PBB [Parti 
Pesaka Bumiputra Bersatu] is very much a 
bumiputra in the broadest sense, being a 
Malay" and "they also concede that he, 
unlike his predecessor, is sensitive to 


"f interpretations. One could be that 

bdul Rahman Yakub (Taib's uncle) was 
not sensitive to Dayak aspirations when 
he was the chief minister. This is utterly 
wrong, because Rahman has been fair to 
the Dayaks. 

For instance, when he formed the first 
coalition government in 1970, he ap- 
pointed two ministers out of nine legis- 
lators and one political secretary from 
Party Pesaka Anak Sarawak. Four years 
later, after the 1974 elections, though only 
three Dayak candidates from PBB (a 
merger of Pesaka Anak Sarawak and Parti 
Bumiputra Sarawak) were returned, two 
were appointed full ministers. One of 
them has since been appointed the 
speaker of the State Assembly. After the 
last election one more Dayak was made an 
assistant minister. The implication that 
the Dayaks are pitted against the Malays is 
a very dangerous idea to toy with. Only 
anti-Malaysian elements harbour this feel- 


T aspirations" are open to a number 
"A 


ng. 
The challengers’ attack on Snap's 


- leadership is not necessarily an attack on 


how the state government is made up. The 
challengers were National Front candi- 
dates and won on its ticket. Nor did they 
defy the prime minister's general directive 
forbidding any member of component 
parties to campaign against official front 
candidates. They merely questioned the 
decision of Datuk James Wong in not 
fielding three of their veteran leaders. In- 
stead Wong recommended his own men. 
When the list was presented to the top Na- 
tional Front leaders they had no option 
but to endorse Wong's nominees in the 
hope that they would fare well. There was 
no time to haggle over a few names among 
the hundreds of candidates. 

The expulsion of Daniel Tajem from 
Snap was decided upon before June 19. If 
anything. the memorandum of June 16 
was a bonus to those who had already 
made up their minds. Although they had 
formed a committee purportedly to find 
out the truth of the allegations against 
Tajem, the committee's report, which 
took several months to compile, was not 
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even discussed at Snap's executive com- 
mittee — a denial of natural justice. 

Neither Wong nor Edward Jeli were 
founder members of Snap in 1961, as Das 
states. Wong stood and won as an inde- 
pendent in 1963 elections. Stephen 
Kalong Ningkan was dethroned as chief 
minister by a vote of no confidence in the 
State Assembly; he was not dismissed by 
the federal government as Das asserts. 

The statement that “Tajem and his sup- 
porters argue that if the Dayaks are not 
given a proper place in politics, some of 
them may begin looking to the com- 
munists for help" has sinister connota- 
tions. Almost all the communists, or what 
is left of them, are Chinese. It is therefore 
illogical to suggest that the Dayaks would 
turn to them; to work with the non-com- 
munist Chinese was bad enough for 
Tajem's men. 

The crisis has been largely solved with 
the formation of the new Dayak party. 
Out of 16 Snap state legislators 10, plus 
one independent, have joined the Dayak 
party — that is not “half” where I come 
from. Out of the nine parliamentarians 
belonging to Snap, seven have left to join 
the new party. My prediction is that Taib 
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and his colleagues in PBB together with 
the Sarawak United People’s Party will 
support the Dayak party to guarantee po- 
litical stability. 
Kuching ‘SUBSCRIBER’ 
I must congratulate Das for attempting to 
interpret the complex ethnic politics of 
Sarawak. However, in trying to interpret 
and explain the current crisis within Snap, 
Das committed a number of factual errors 
which influenced his interpretation of 
events. 

His categorisation of Sarawak’s popula- 
tion into three main racial/ethnic groups, 
Dayaks, Chinese and Malays, is at best an 
oversimplification of the complex ethnic 
composition of the state’s population. 
Also, his attempt to reduce the complexity 
of Sarawak ethnic politics to a more com- 
prehensible level, similar to that of Penin- 
sular Malaysia, traps him into misinter- 
preting the situation. 

PBB has never been known as a Dayak 
party, nor has it been largely supported by 
Dayaks, as claimed by Das. Das seems to 
mix up PBB with Parti Pesaka which 
merged with Parti Bumiputra to form the 
PBB: the latter is a predominantly Malay/ 
Melanau party. 

The crisis in Snap was purely an internal 
affair of the party; a conflict between two 
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Jas errs in spbalating that the Dayaks 
imed at wresting the mantle of power 
rom Taib, who is a reasonable leader re-. 
pected by the people of Sarawak, includ- 4- 
ng the Dayaks. Even if the Dayaks as- 
red to hold the top job in the state (not: 
in unreasonable ambition), the reason. 
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E Malaysian Prime Minister Datuk | 
Seri Mahathir Mohamad's plea for- 
„team spirit backfires badly at his 


E party’ s annual assembly. 
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Governments seem to come and. go in 
Bangladesh — often ending tragically in either 
coup or assassination. But chief martial-law.ad- 
ministrator Lieut-Gen. H. M. Ershad has pledged © 
that he will make a peaceful, orderly transition 
-to democratic rule. And for once it seems thata - 
military ruler may succeed in this aim. For Er- 
¿Shad is already popular among the masses and: 
he is increasing this popularity by constant 
tours in the countryside and by pushing on with 
; his master-plan for decentralisation of govern- 

—. .,. . Ment. Diplomatic correspondent Nayan Chanda 
| reports or 1 the military’ s march to democracy (page 21). Chanda and. 
Dhaka correspondent S. Kamaluddin interview Ershad (page 24)... 
And Kamaludgi orts on the military's past role in politics (page | 
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it rates to- attract more- 
| ags, was a step in this direc- 
tion, he said. The government 
will soon come out with tax re- " 
forms to reduce its dependence — 
on tax revenues from the petro- 
leum. sector.. But increasing 
amounts. of foreign. exchange © 
| will still be needed and aside 
from promoting norm-oil ex- 
"ports, tourism will be further 
emphasised. — - MANGGI HABIR 


Top British mission 

to visit Malaysia | 
The chairman of the British 
Overseas Trade Board, Lord 
Jellicoe, will lead a high-pow- 
ered mission of 10 British 
businessmen and bankers to 
















he d forces are seeking topie s 
maintain Jaw and order in the |. 
wake of the J uly riots directed 
against minority Tamils. Ac- | Esso China and Shell Explora- | 
cusations that the forces did} tion China have signed con- 
nothing to stop looters and ar- | tracts to explore two offshore 
sonists at the height of the vio- | blocks totalling 5,120 sq. kms 
lence have been freely voiced | in the Pearl River basin — the 
at home and abroad. third lot of. concessions 
. The position of secretary of | awarded to foreign oil com- 
the Defence Ministry acquires | panies by the China National 
increased importance in view | Offshore Oil Corp. (CNOOC) 
of the need to shake up the | inthe current round of bidding. 
armed forces and to improve| Esso China, a subsidiary of 
their morale. Observers here | Exxon Corp. of the United 
note that the government has States and Shell China, a sub- 
openly alleged that some dis- | sidiary of the Shell group have 
loyal elements in the forces had | an equal interest in the: joint 
planned to take over the coun- | exploration, with Esso as the 













































: Chinese who hijacked an 
liner to South Korea in May 
lave been jailed by the Seoul 
istrict Criminal Court. De- 
pite defence arguments that 
hey. were mainly political 
s seeking freedom from 
munist rule, the court con- 
d.all six. on most of the 
larges stemming from the 
jacking and the use of illegal 
rearms. 

The sentences — from four 
O Six years — provoked sharp 
riticism from officials in Pe- 
ing, who said they were too 















































| Malaysia in October. The team 4 
ght. But the hijackers and — ~ MANIK de SILVA} operator for both offshore | will include chairmen or top ( 
heir lawyers said they would blocks. In August 1982, | executives of Lloyd's Bank, 









Wi to take = CNOOC invited foreign in- 
more n students  terests to bid for 43 tracts total- 
New Zealand will. soon accept | ling 150,000 sq. kms in the | puter. Systems, ii — 
more students . from ge: South China and Yellow seas. fe ,and. Coy 
countries. ^ According. | Esso and Shell are said to have LH 
Foreign Minister Warren | put up bids for five blocks. | | we 
| Cooper, Wellington will make | CNOOC, Japan - National Di 
more places available, at both | Oil ^ Corp. (JNOC) and 
secondary and tertiary levels, | Idemitsu Oil Developme t Ma ne. z 
to students from Asean coun- | Corp., also of Japan, will sig! | e and will pay — at- 
| tries on a preferential basis. To | offshore-exploration contracts | tention to the transfer of 
attract more Asean students, | early this month, according | technology : and i investment op- 
fees are likely to be competi- | to newsagency reports. JNOC | portunities in  enginee: 
h nghaítiese cannowse- | tive with education costs in | is already drilling in two much | computer systems, electronics, 
‘household domestic help Australia and North America. larger blocks (totalling 25,500 | agriculture and power genera- 
ugh service agencies run by | Sq. kms) in central and south- | tion. It is understood the mis- - 
ibourhood committees. A | |: ern Bohai. Its exploration con- 


| sion will try to meet Prime 
ua newsagency report said „with China were:signed |. Minister Panik Seri. Mahathir 


Thorn EMI, Hawker Siddeley 
‘International, Ferranti Cóm- 
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5 MR oss 11 mil- | 1981 outside the current bid- | Mohamad. — ^ ^" iK. DAS. 
people have little free time ing process. ^ — TERESA MA Eos 
sare for aged parents, look — i. oe MUT oe Hongkong and Canada . 
' children or attend to ||: Suharto predicts fail to agree on textiles - E 
isehold tasks such as shop- ||: moderate Talks between Canadian and 


























{President Suharto, in his an- 
‘nual. state-of-the-nation ad- 
dress to parliament, projected 
_Indonesia’s -gross domestic 
product growth would average 
5926 during Repelita IV. — the 
fourth five-year plan which is 
scheduled to begin next year. 
"This would be above the disap- 
pointing 2.25% rate recorded 
‘th 1982 but lower than the 8% 
average for 1977-81. The em- 
- In the 1950s and 1960s, New | phasis during Repelita IV will 
Zealand accepted Colombo | be on rectifying the imbalance 
Plan students from a wide|in the country’s current 
range of Asian and Africam | economic structure, which is 


ping.and mending. A new 
household-service agency, 
begun three months ago in the 
Obeimen district, is "saving | 
residents the time- -consuming 
chore of. conducting private 
searches for helpers through 
personal recommendations," 
_ The report said that full-time 
housekeepers looking after a 


Hongkong trade officials. on 
proposed measures to restrict 
Hongkong textile. exports to 
Canada have adjourned with- 
out results. The Canadian dele- 
gation is requesting elimina- 
tion of the flexibility provision; 
which allows the transfer of 
quotas for various categories of 
textile exports. Canada is also 
asking for orderly marketing 
arrangements which means 
putting a limit on Hongkong's. 
textile. exports for | each 
quarter. 

The Hongkong representa- 
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ew man for key countries. By the mid-1970s, | still dominated by agriculture, tives told the Canadians the 
ti Lanka post however, Wellington had | Suharto said. Industrial growth | proposals are unacceptable. 
en. Sepala Attygalle, com- | shifted its development assist- | is projected at 9.5% a year, Hongkong, the second-largest 
nder of the Sri Lankan army | ance emphasis to the South | with agriculture at 3% a year. | supplier of textile goods to i 


1967 to 1977, has been ap- . 
ed to the key position of 
tary of the Defence Minis- 


Pacific and Asean. Preferential | To fund growth, Suharto 

placing of fee-paying students | emphasised, there isa need to 

from. Asean is a reflection. podes more | domestic re- 

"he defence portfolio. is |. | 

E by President. Junius 
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Canada,. signed a. five-year 
memorandum of understand- 
ing on textile export quotas 
-| under. the : ‘Multi-Fibre A 
ngement in 1982. 


























PREPARING REPAIRS 
The leader of Thailand's industry- 
based Chart Thai party, Maj.-Gen. 
Pramarn Adireksarn, has held 
Fiesta talks with South Korea's 
yundai and Daewoo trading and 
industrial conglomerates on a 
possible joint venture to build a ship- 
repair yard at Laem Chabang on 
Thailand's eastern seaboard. No 
conclusion has yet been reached in 
the talks, which were held during a 
private visit to Seoul by Pramarn in 
mid-August. The Thais are 
envisaging a US$100 million project 
capable of repairing ships of 
6-20,000 tonnes. 


SUMMIT BELOW THE PEAK 
A British mini- 
summit on 
Hongkong's 
future will be 
held in the 
territory in late 
September, 
following the 
next round of 
Sino-British 
talks in Peking 
on the same 
subject. Britain's chief negotiator at 
the Peking negotiations, 
Ambassador to China Sir Percy 
Cradock, and Hongkong Governor 
Sir Edward Youde, also a member 


AFGHANISTAN 

Afghan authorities said that they had freed 
an irrigation dam southeast of. Kabul from 
guerilla control, Kabul Radio reported ( Aug. 
17). 


BURMA 

The former home and religious affairs 
minister, Bo Ni, was charged with misuse of 
government funds, the official News Agency 
Burma reported ( Aug. 23). 


CHINA 

Ji Pengfei was appointed chief spokesman 
on Hongkong and Macau affairs, it was an- 
nounced (Aug. 17). General Secretary Hu 
Yaobang met Italian communist leader En- 
rico Berlinguer in Nanjing (Aug. 19). 


INDIA 

More than 500 Muslims staged a protest 
outside the United States Embassy in New 
Delhi against what they called the American 
plot in Sri Lanka and the imperialist ággres- 
sive threat to the security of Libya (Aug. 18). 
Police charged a Sikh militant leader. Jarnail 
Singh Bhindranwale, with preaching vio- 
lence, it was reported ( Aug. 21). Nationalists 
in Assam reopened their campaign to force 
the expulsion of 5 million immigrants (Aug. 
22). | 
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of the delegation, will confer with 
Foreign Office Minister of State 


Richard Luce, who will pay a brief” 


Visit to the'territory. The next round 
of the Peking talks is due on 
September 22-23. 


CLASS CONSCIOUS 


Indonesian military leaders are 
rejecting out of hand speculation 
that they are planning to suspend 
classes at Seskoad, the army staff 
and command school in Bandung, 
for one year. According to Western 
diplomats in Jakarta, there is a 
feeling among certain senior officers 
that mid-career officers attending 
the Seskoad course come away 
imbued with too much instruction 
in Pancasila, the five-point state 
philosophy, and with insufficient 
practical coe. 7 of military 
matters. Senior officers deny this is 
their feeling but say the course may 
be lengthened, presumably to give 
additional instruction in purely 
military matters. 


PASSING THE HAT 


Some foreign banks in Sri Lanka 
which have been asked to contribute 
to a rehabilitation fund set up by the 
government to repair the damage 
caused by the July violence (page 88) 
would prefer a compulsory levy. 
American bankers are particularly 


INDONESIA 

The government announced the release of 
3,198 prisoners while 14,000 others had their 
sentences reduced in a National Day amnesty 
decreed by President Suharto (Aug. 17). 


NORTH KOREA 
A South Korean soldier defected to the 
North, the North Korean Central News 


Agency said (Aug. 23). 


PAKISTAN 

At least one person died when paramilitary 
forces opened fire on opposition crowds in 
Sindh province, govegnment sources said 
(Aug. 17). Four people were killed and 17 
wounded when police fired at a rampaging 
crowd in Karachi, police sources said (Aug. 
18). Police fired at a crowd of 20.000 anti-gov- 
ernment protesters in Ranipur, Sindh pro- 
vince, official sources said (Aug. 22). 


PHILIPPINES 

Former senator Benigno Aquino was shot 
dead at Manila Airport just after he returned 
from the United States. His alleged assassin 
was gunned down by security men im- 
mediately afterwards (Aug. 27). Twelve poli- 
tical groups called for a united and non-vio- 
lent campaign to restore democracy in the 
wake of Aquino's kiling. President Fer- 


"| reluctant to make donations, feeling 
that contributions to the fund would 
‘create a precedent and put them in 


a difficult position if they declined 
to make similar contributions to 
other Third World countries hit by 
disaster. However, Bank of Credit 
and Commerce International has 
pledged Rs 5 million (US$208,000) 
and Grindlays has paid Rs 1 million. 


SALVAGE SALE 


In a further illustration of the 
problems afflicting the Hongkong 
property market, Redhill, an 
unfinished luxury residential 
development on Hongkong Island, 
is up for sale. A sale price of at best 
HK$300 million (US$40 million) 
compares with an original purchase 
price of HK$1.3 billion. The move 
was made by creditors of Vermillion 
Land, a cash-strapped development 
consortium in which Hongkong 
Land, the territory's largest 
property concern, has a 40% stake. 
The sale is an attempt to salvage 
something from the 134,990-sq. m. 
site where a number of contractors 
are still owed money. One option 
which has been considered is for 
Vermillion to walk away from the 
site, The building covenant expires 
in 1986 after which, if no work is in 
progress, the Hongkong 
Government must re-enter the site. 





dinand Marcos denied any government re- 
sponsibility for the killing (Aug. 22). A Ja- 
panese journalist on Aquino's flight said sec- 
urity men shot the former senator (Aug. 23). 


SOUTH KOREA 

Six Chinese nationals who hijacked a 
Chinese airliner to South Korea in.May were 
jailed (Aug. 18). The hijackers lodged ap- 
peals (Aug, 19). President Chun Doo Hwan 
said that he would step down when his present 
term ends in 1988 (Aug. 23). 


SRI LANKA 

The government extended a nationwide 
state of emergency for a further month (Aug. 
17) 


THAILAND 

A prominent Thai political activist, Anant 
Senakhan, was jailed for three years for slan- 
dering the royal family (Aug. 17). Govern- 
ment forces seized and destroyed a Mrge he- 
roin refinery near the Thai-Burmese border 
controlled by opium warlord Khun Sa. a 
senior official announced (Aug. 23). 


VIETNAM 

A Vietnamese court sentenced two men to 
death for planning a military coup, Kyodo 
news service reported (Aug. 17). 
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Aquino minutes before landing; seconds after the shooting: deep sadness, possibly deeper anger. 
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DEATH OF A SENATOR 


By Guy Sacerdoti and Rodney Tasker 


Manila: The murder of former senator 
Benigno “Ninoy” Aquino and the unusu- 
ally defensive stance of Philippine Presi- 
dent Ferdinand Marcos’ administration in 
its aftermath has dramatically sharpened 
uncertainty over the Philippines' political 
future. As the initial shock following 
Aquino's murder at Manila Airport on 
August 21 began to wear off, there were 
worries among political observers that 
feelings could escalate from deep sadness 
'to deeper anger, with the possibility of 
violence. 

With Aquino's assassination, coupled 
with growing concern over Marcos’ 
health, the political situation in the coun- 
try has become more uncertain than at any 
time since the imposition of martial law in 
September 1972. The feelings of disgust 
and remorse over the gunning down of 
Aquino. moments after he was escorted 
from his homecoming flight by the mili- 
tary were not confined merely to his 
family and supporters. Even some senior 
government officials privately expressed 
their shock. 

Whoever was to blame for the Killing, 
the fact that the government was unable to 
protect Marcos' chief political rival only a 
few seconds after his arrival home from 
three years of self-imposed exile has cast a 
shadow over the entire regime and 
brought its credibility into doubt. “Marcos 
will have to answer a lot of questions," 
said opposition leader Salvador Laurel, 
who leads the 12-party opposition um- 
brella group, the United Nationalist 
Democratic Organisation. “If he does not 
answer them satisfactorily, that will be the 
end of his regime." 

Laurel was speaking at a press confer- 
ence at Aquino's home the day after the 
assassination. In another part of the 
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*The willing sacrifice of the 
innocent is the most powerful 
answer to insolent tyranny 
yet conceived by God and mans 





house, a continuous stream of Filipinos 
moved solemnly past Aquino’s 
bloodstained body, still dressed in the 
white safari suit in which he was shot. 

In view of the international outrage 
over the affair and the feeling that the gov- 
ernment must establish exactly what lay 
behind the killing, Marcos will have to 
hold a full and independent inquiry if gov- 
ernment statements that there was no offi- 
cial complicity in the plot are to be ac- 
cepted. With the export-oriented Philip- 
pine economy currently in a precarious 
position, internal political stability and in- 
ternational support are essential. 

Marcos seemed to acknowledge this 
fact at a hastily convened press conference 
for the presidential palace press corps the 
day after the murder. Appearing live on 
national TV along with the majority of his 
cabinet, he said: "No matter what expla- 
nations we give now, there will always be a 
shadow over the entire government." 

He used the limited press conference to 
convey a sense of shock and embarrass- 
ment over Aquino's killing — and also to 
appeal to the publie to remain calm. Dur- 
ing that day, a prolonged power failure 
throughout Manila and the rest of Luzon 
had sparked a plethora of rumours — that 
martial law had been reimposed, that 
Marcos and his family had fled, that there 
had been a military takeover and that De- 
fence Minister Juan Ponce Enrile was 
under house arrest. 


Marcos displayed far less than his usual 
vigour at the press conference — and this 
did nothing to dispel rumours current in 
Manila that his health has deteriorated to 
the point where he is no longer in full con- 
trol. During the press conference he 
pointedly ridiculed rumours that his wife, 
Imelda, had played a role in Aquino's 
death. 

Why did Aquino decide to return at this 
time when it was patently obvious that the 
Marcos government did not want him 
back? His recent statements focused on 
the need for national reconciliation and 
restoration of rights and freedoms 
through non-violence. Ironically, in th 
arrival statement he had prepared, 
Aquino quoted Mahatma Gandhi; “The 
willing sacrifice of the innocent is the most 
powerful answer to insolent tyranny that 
has yet been conceived by God and man.” 

Aquino, who had been sentenced to 
death by a military tribunal in November 
1977 for murder, subversion and illegal 
possession of firearms, challenged Marcos 
either to execute him or free him. He obvi- 
ously expected to return to some form of 
detention, perhaps back to the cells in 
Manila's Fort Bonifacio where he spent al- 
most the entire eight-year martial law 
period. 

But his intention — whether or not he 
did it from a prison cell — was to rally the 
opposition, particularly his own moribund 
Liberal Party, in the run-up to the Na- 
tional Assembly elections scheduled for 
May 1984, Some doubted whether after 
his incarceration during the 1970s and his 
voluntary exile in the United States, he 
would enjoy the popular support he 
amassed during his charismatic pre-mar- 
tial-law political career. ; 

But the fact that more than 50,000 
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Security men remove Aquino's body; display that of the alleged assassin: a shadow over the government. 


mourners — many of them too young to 
remember Aquino'sswashbuckling politi- 
cal style — came to the Aquino residence 
in the first two days after his death to pay 
their respects was an indication that the 
Aquino name is by no means forgotten. 

Apart from his desire to revitalise a 
toothless opposition, Aquino sensed that 
the time was politically ripe for his return 
given the low ebb of the economy and con- 
tinuing doubts about Marcos' health. He 
also saw himself as something of a knight 
in shining armour, a man able to fend off 
the threat of a total military takeover 
while at the same time containing the 
rapidly increasing violence organised by 
the radical Left in the countryside. 


t is known that the radicals, including 

the Communist Party of the Philippines 
and its military wing, the New People's 
Army, looked upon Aquino as a threat to 
Dr propaganda campaign, which largely 

depends on Marcos and his wife as targets. 
Aquino's death, as Marcos noted in his 
press conference, embarrassed the regime 
and played into the hands of the Left, in 
that it got rid of Aquino and discredited 
Marcos, if only by implication, in one 
stroke. 

At the same time, the loss for the mod- 
erate opposition of its most effective 
leader creates the danger that non-violent 
opponents of the Marcos regime may now 
feel they have no alternative but to turn to 
the extremists. This has been the fear of 
many foreign governments, particularly 
the US, which, because of its military 
bases and large investments, has a special 
stake in political stability in the Philip- 
pines. 

The administration of President Ronald 
Reagan would like to see a peaceful trans- 
fer of power in the post-Marcos era and 
views the 1984 assembly elections as a test 
of Marcos' sincerity in his stated desire to 
move the country towards political nor- 
malisation. The death of Aquino could 
jeopardise those efforts. 
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Laurel believes Aquino's death will 
serve to unite the hitherto fragmented and 
frequently bickering opposition. But that 
is doubtful given the weakness of the op- 
position and the personality differences 
among its lacklustre leaders. Laurel him- 
self was far less strident in his anti-Marcos 
statements following the assassination 
than many expected. While that may have 
reflected concern for his personal security 
in a fluid situation, it disappointed some 
among the Aquino clan who felt that he 
should not have missed the opportunity to 
attack the Marcos government in a more 
uncompromising manner. 

With so few impressive leaders in the 
opposition, it is possible that some mem- 
bers of the large Aquino family may 
emerge to carry the banner of the fallen 
opposition figure. If that were to happen, 
the Aquino name would itself be a strong 
rallying point. Aquino’s younger brother, 
Agapito “Butz” Aquino, a businessman 
who proved himself adept as an organiser 
and spokesman during the turmoil follow- 
ing his brother’s death, is mentioned as a 
possible clan leader. His only public ex- 
perience, however, was as president of a 
national youth organisation in 1967. 
Aquino's sister, Lupita Concio Kashiwa- 
hara, who was probably closer to her late 
brother than any other member of the 
family, has a definite taste for politics and 
may also feel obliged to step into the pub- 
lic arena. However, she says she is happier 
working behind the scenes. 

Aquino's widow Corazon was flying 
back to the Philippines on August 24 to 
help with the arrangements for her hus- 
band's funeral, which was expected to 
take place on August 29 or 30 at Aquino's 
home town of Concepcion, in Tarlac pro- 
vince, central Luzon. The funeral was 
likely to be attended by many thousands 
of Aquino supporters, a reminder to Mar- 
cos that Aquino will be a difficult name to 
live down. Alive, Aquino was always a 
thorn in Marcos' flesh. As a martyr, his 
memory could be even more of a threat. 





A message 
to Manila 


The US feels the onus 
is on Marcos to clear up 
the Aquino mystery 





By Richard Nations 

Washington: While the White House in- 
sists that there is no change as yet in Presi- 
dent Ronald Reagan's plans to visit the 
Philippines early in November, the enor- 
mity of Benigno Aquino's assassination 
places the onus squarely on Manila to pre- 
vent cancellation. 

Washington will call first for a swift and 
credible explaration from the Philippine 
Government of a murder which has stun- 
ned not only United States public opinion, 
but officialdom as well. Aquino's smooth 
return home was seen here as necessary to 
edge the Philippines towards stable politi- 
cal development. 

During his talks with Philippine Presi- 
dent Ferdinand Marcos in Manila in June, 
US Secretary of State George Shultz em- 
phasised how important it is to the US that 
the 1984 Philippine National Assembly 
elections be fair and open. Congressman 
Stephen Solarz, chairman of the House-of 
Representatives Asian subcommittee, 
made a personal appeal to Marcos for 
Aquino's safety on the eve of his return. 
Many in the US Congress and the State 
Department will read the bullet in the 
back of Aquino's head as a reply to his 
plea. 

The State Department unequivocally 
called Aquino's murder a political assassi- 
nation, indirectly rejecting the suggestion 
that he may have been the victim of a ven- 
detta. According to analysts here, the po- 
litical assassination of the regime's fore- 
most political opponent while in the cus- 
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tody of its own security forces indirectly 
indicts the regime itself. 

The mood in Washington is that these 
questions must be cleared up before 
Reagan goes to Manila (page 40). And 
though Washington says officially that it 
trusts the Philippine Government to con- 
duct a thorough investigation, an indepen- 
dent, if discreet, scrutiny by US intelli- 
gence authorities is highly probable. 

Officials here are anxious to contain 
Speculation over who is responsible for 
what the State Department condemns as a 
“cowardly and despicable act.” Privately, 
many suspect official involvement, though 
they find it difficult to believe that Marcos 
himself would have the effrontery to order 
the killing of the man who, after three 
years of self-exile in the US, was highly re- 
garded here as a symbol of the Philippines’ 
democratic conscience. 

The most popular theory in Washington 
focuses on unnamed culprits in the Philip- 
pine armed forces who envied Aquino’s 
popularity in the US and feared that a deal 
between him and Marcos would lock them 
out of power. This theory exonerates 
Reagan's personal friend in Manila, but it 
raises the spectre — equally disturbing 
from Washington's point of view — of a 
debilitating power struggle which Marcos 
could not control. 

Unless Aquino's murder is explained 
satisfactorily — and soon — the White 
House will face a tough choice as Reagan's 
departure on his five-nation Asian tour 
approaches. Manila is the first stop on the 
itinerary, and a flood of journalists’ un- 
answerable questions over Aquino’s 
death could cast a long shadow over the 
journey. 

To bypass the Philippines, however, 
might be misread as a signal that 
Washington is abandoning Marcos, thus 
compounding the danger Washington 
fears most — political. fragmentation 
which could ultimately jeopardise US con- 
trol of the Clark and Subic Bay military 
bases. 
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Riot squads surround the hospital where Aquino's body lay; Marcos addresses the nation: unanswered questions. 





Anatomy of a killing 


There are eight vital questions which must be answered to 
erase national and international doubts over Aquino’s death 


Manila: Shortly before he boarded China 
Airlines flight CL.811 in Taipei, former 
Philippine senator, Benigno Aquino told 
his brother-in-law of a rumour he had 
heard the previous night — that he would 
be killed on arrival at Manila Interna- 
tional Airport, and that his assassin would 
be shot. “Because of this, I will weara bul- 


letproof vest,” Aquino said. Before the. 


aircraft landed, Aquino told journalists: 
“If they hit me in the head, I’m a goner.” 
It was a tragic prophecy. 

Within seconds of being taken under 
armed guard from the aircraft after it had 
landed in Manila, Aquino lay dead on the 
tarmac, And shortly afterwards, the man 
the Philippine Government says fired the 
fatal single shot lay nearby, his body rid- 
dled with bullets, Aquino had put on his 
bulletproof vest shortly before landing, 
but was shot in the head. 

The violent end to the life of President 
Ferdinand Marcos’ chief political. rival 
provoked immediate and widespread 
domestic and international outrage. And 
the worldwide clamour for answers to the 
questions which Aquino's bizarre death 
raised is unlikely to die down until the 
Marcos government. can prove conclu- 
sively that it had no part in the slaying. 

Aquino had announced his intention to 
return from the United States on August 
7, but the government refused to replace 
his expired passport, saying that it had 
learned of a plot to assassinate him. He 
was advised to remain in the US for at 
least another month while local intelli- 
gence authorities inyestigated the alleged 
conspiracy. 

But the opposition leader was. deter- 
mined to return, come what may, and sub- 


sequently announced that he would arrive 
back in his homeland two weeks later, 
ending his three-year voluntary exile. He 
made good his promise by travelling on a 
circuitous route from the US, stopping in 
Japan, Malaysia, Singapore and Hong- 
kong before taking the final fateful flight 
from Taiwan. Denied legitimate docu- 
ments, he used a fake Philippine passport, 
under the name of Marcial Bonifacio — 
reflecting his seven years and seven 
months under military detention in the 
army's Fort Bonifacio during the martial- 
law years. 

On the aircraft with him were about 
dozen newsmen, including his brother-in- 
law, Ken. Kashiwahara. “During the 
flight, Ninoy said that he was afraid some 
nut might think they were doing the gov- 
ernment a favour.by shooting him,” 
Kashiwahara told the REVIEW. But gener- 
ally, Aquino appeared to think that the 
worst he could expect on arrival was im- 
mediate arrest and a return to his old jail. 
Despite the official and other. warnings 
that he might be killed, Aquino told his 
brother-in-law: * You've got to make a de- 
cision and then you'ye got to go through 
with it." 

Neither Aquino nor any serious ob- 
server could have imagined the horrifying 
conclusion to his journey. According to 
eyewitnesses on the flight, shortly after 
the aircraft docked at the terminal, three 
men in khaki uniforms went on board 
looking for Aquino. When they found 
him,.one, wearing sergeant's stripes, bent 
down to shake his hand and mumble 
something in his ear. He then took his arm 
and helped him out of his seat as anothe 
soldier took his other arm. 
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As they swiftly led him away, the third 
trooper picked up his hand luggage and 
followed. Kashiwahara, alarmed at what 
was happening, shouted after them: “You 
can't take him. He's my brother-in-law." 
He scrambled to follow the party, along 
with pressmen filming and taking pictures. 

Aquino and his armed guards, instead 
of proceeding through the embarkation 
tube to the arrival area where a large 
group of foreign pressmen had been told 
by security officials to expect him to pass, 
ducked through a door in the tube just 
past the aircraft exit. While Aquino was 
led down the steps to the tarmac, where an 
Aviation Security Command (Avsecom) 
vehicle had earlier been seen pulling up 
near the aircraft, security men kept back 
the pursuing press. 

According to passengers on the aircraft, 
a few seconds later shots were heard. All 
seemed to agree that there was one initial 

b shot followed by up to five more, and 
then, a short while afterwards, a burst of 
automatic fire. A West German passenger 
said later he saw Aquino pitch forward on 
to the tarmac and then saw blood spurt 
from his neck. Simultaneously, he saw the 
alleged assassin, wearing a blue tee-shirt 
and jeans, shot down close by. Other pass- 
engers saw a security man jump out of the 
Avsecom van and open up with his au- 
tomatic rifle at the body of the alleged as- 
sassin as it lay sprawled on the ground. 

Aquino’s body was quickly bundled 
into the van and driven away. The assas- 
sin's body was left on the tarmac for the 
next six hours, and became the object of 
at least two separate conducted press 
tours for the local and foreign press. 

A Japanese newsman travelling with 
the party claimed later that he saw 
Aquino's two military escorts pull out 


their pistols and point them at his head. 


They fired and Aquino slumped to the 

ground face first. According to the news- 

man, the doors of the Avsecom van 

opened and the man said to be the assassin 
` was pushed out. 
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As he tried to scramble back in, he was 
gunned down by security guards. There 
has been no confirmation of this story and 
the government insists that the second 
man killed was a lone assassin. Two days 
after the shooting, however, the alleged 
assassin remained unidentified. 

Aquino’s body was taken to the 
Fort Bonifacio army hospital and 
later to a memorial chapel. An of- 
ficial autopsy report said the former 
senator died of “brain laceration and 
intracranial haemorrhage secondary to 
gunshot wound of the head.” The bullet 
entered under the left ear and exited just 
under his lower lip. Government officials 
say it was fired from a powerful .357 Mag- 
num pistol at no more than 18 ins from 
Aquino’s head. However the autopsy 
findings, which mention powder burn 
“tattooing,” indicate the fatal shot could 
have been fired substantially closer. 


A: the government conducts its own in- 
vestigation, a number of serious and 
nagging questions surrounding the assassi- 
nation must be answered if criticism and 
scepticism of the official version of the 
murder are to be laid to rest. 

» Who was Aquino’s assassin? Was it the 
man shot after Aquino or was it one of the 
military escorts sent ostensibly to protect 
him? 

> If the killer was à lone, civilian assassin, 
how was he able to penetrate an airport 
placed under the tightest security for 
Aquino's arrival and fire the fatal bullet at 
point-blank range with security men so 
close and the public so far away? 

» How did the assassin know that Aquino 
would be taken from the aircraft in such an 
unlikely way? 

» Where did Aquino's military escorts go 
after the shooting, as none of the photo- 
graphs or TV footage shows any of the 
three after Aquino hit the tarmac. 

» Why was the government's videotape 
of the arrival, which began as the aircraft 
approached the tube, cut in several signifi- 





cant places, most importantly during the 
murder itself? The footage jumps from the 
taxiing aircraft to Aquino lying face down 
on the tarmac. N 
» Given the necessity for an immediate 
investigation, why did the government 
leave the body of the alleged assassin on 
the ground for six hours as an exhibit for 
the press? 2. 
» Why, even acknowledging the need 
the tight security, was no pool photo- 
grapher or journalist from the foreign 
press allowed to join the small group of 
local airport photographers allowed to 
cover Aquino's immediate disembarka- 
tion from the aircraft? TA 
» If the threat of assassination was so 
clear to Avsecom, why was there no 2 
bulance present? ny 
Among those waiting for Aquino in the 
VIP lounge near the customs barrier were — 
his mother Aurora and several other - 
members of his immediate family. Jour- 
nalists who greeted the stunned passen- 
gers disembarking ran to the VIP lounge. — 
The family knew Aquino had arrived but - 
were unaware of the tragedy. E 
Estimates of the crowd of Aquino sup- — 
porters outside range as high as 50,000. — 
When opposition United Nationalist 
Democratic Organisation president Sal- 
vador Laurel emerged with Aquino's 
younger brother Agapito, the crowd. 
thought they were seeing Ninoy and went 
wild. After working through the throng of | 
supporters, Laurel had to announce re- 
ports of the shooting, but said Aquino's | 
death had not been confirmed. He 
pleaded with the crowd for prayer rather - 
than violence. E 
The sad events of August 21 coincide - 
with the 12th anniversary of the bombing — 
of a Liberal Party rally in Plaza Miranda 
Square in Manila when several of — 
Aquino's party colleagues were killed or 
wounded. The date will now go down as 
marking two of the blackest days on the 
Philippines political calendar. 
— GUY SACERDOTI and RODNEY TAS 
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of the Phikppines Tragically à final 
mpt for that supreme Mu EE 
/as denied him by an assassin's bullet. 
‘From the time he entered’ polities in 
(955, when at the age of 22 he was elected 
the Philippines’ youngest mayor, he ap- 
peared to have his sights set on the No. 1 
slot. He used to tell his family that thére 
was no point in entering politics unless the 
| was to go right to the top. But he qual- 
this by saying that while hard work 
kill would thrust a politician so far up 
ladder, only a divine gift from the 
yple would secure him the presidency. 
"he words "young" or “youngest” pep- 
"Aquino's career. He became a foreign 
respondent at 18, when he was sent by 
fanila Times to cover the Philippine 
editionary force taking part in the Ko- 
"War. From mayor of his hometown 


























-of Tarlac, he went on to become 
rnor of Tarlac in 1961. He was 28. - 
any would have been content to have 
ined governor, as Aquino, judging 
s popularity, could have done had he 
led. But his ambition and his over- 
ing popularity in his home province 
e him into the big league. In 1967 he 
me the youngest senator in Philippine 
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those days. MT in de Philippines 
a free-wheeling, dirty and often vio- 
business. The young Aquino took to 
hfe like a duck to water. With his 
ksilver mind. and fast, flowery orat- 
; he proved more than a match for his 
slow politicians — including -another 
dynamic political figure of the time, Fer- 
dinand Marcos. In 1965, Marcos swept 
rough to be elected for his first term as 
president. Aquino was in the opposition 
iberal Party. Given their similar orato- 
al qualities, political skills and driving 
ambition, the two were bound to clash. 
^ And they did, ferociously. In 1969, 
Marcos became the first president in the 
Philippines' history to be elected to a sec- 
ond four-year term, defeating the Liberal 
arty's Sergio Osmena in what was recog- 
ed as the toughest, dirtiest presidential 
ion the country had known. The 
hrase "guns, goons and gold" was coined 
the time to describe the campaigning 
tics used. Influential oligarchs with pri- 
e armies and plentiful, widespread 




























| iT The young politician felt obliged to estab- 
| lish contacts with them, i 


oncepcion, in the central Luzon pro- 


yplies of arms were the order of the day, 
^no. one: dinies: that Taui had his 


Rot to suppi 
them but to know more about thém. I 
1954 Aquino was awarded the Philippine 
Legion of Honour by then president 
Ramon. -Magsaysay - for “exemplary 


“meritorious service) ' t0. thé people. by 
negotiating the surrender of Luis Taruc, 


leader of the communist Huks. 

After hiselection as senator, he ined 
how to deal with the more ominous suc- 
cessors to the Huks, the newly formed 
New People's Army (NPA), the militarv 
arm of the pro-Peking Communist Party 
of the Philippines. 

The Marcos government tried. to label 
Aquino a communist sympathiser, if not 


activist — a charge which he emphatically | 


denied until his death. Ironically, Marcos 


has now claimed that Aquino’s assassin 
.may have had NPA connections; maybe it 
was a "communist rüb-out, 
televised press conference the day after 


Aquino's death. 
. After Marcos’ re- — Aquino step- | 
ped up his attacks on the Marcos g govern- 


ment, singling out Marcos’ wife, Imelda, 
for particularly vitriolic abuse because of 
her big spending of public funds on pres- 
‘tige projects. While Marcos: had. good | 
reason to be wary of the man who was his. | 


most visible political rival, and the one tip- 


"ped to be elected president in the. 1973 
| election, his wife apparently had a more 
personal grudge against him — of his: 


relentless criticism. 

“Marcos declared martial law on: “Sep- | 
tember 21, 1972, claiming that he was sav- 
ing the nation from violent threats from 
both Left and Right. Around midnight on 


the same day, Aquino was picked up by | 
troops in a leading Manila hotel and put 


under military detention. He was tospend 
seven years and seven months in jail. In 
the early stages of his incarceration he 
went on a 40-day hunger strike to Prowst 
against his detention : 


quino spent most of Bor time in jail 

reading and writing. He refused to ap- 
pear before a military tribunal trying him 
on charges of murder, subversion and il- 
legal possession of firearms, saying he did 
not recognise the court's s jurisdiction. He 
eventually began to appear at hearings in 
mid-1977, when his impassioned outpour- 


ings.to the effect that his was purely a case. 
between himself and. Marcos 


"my 
jailer, judge and jury" — brought little re- 


sponse from the stony-faced military 
panel which, 


in- November: :1977 posen- 
tenced him to-death by firing squads ‘But 


|. the Philippines. does hot execute: people. | 
i- | atleast not officially... 
ess Aquino had 





east two meetings. with. 












" he said in his 














talked- to: Aquino às he was passing 





e. Bigined i in jai until May m ; 


| when Marcos let him leave for the United x 


States on humanitarian grounds to under- 
go a heart-bypass operation. The opera- 


tion was successful, and Aquino swiftly re- 
'gainéd his health. But he remained in Bos- 


ton to:take up a research fellowship at 
Harvard. University, . and: stayed there 
until the fateful day he left to return to the 
Philippines... 7.0.2 S 

Some pundits: in Manila in ‘the 1970s 
used. to speculate that if Aquino had been .. 
allowed to fight and win the presidential: 
election scheduled for 1973, he would 
probably. have declared martial law him- 
self because of the lawless state the coun- 
try had reached. They also suggested that — 
the man was tougher than Marcos and that 
he ‘would : have treated: Marcos. more 








— detention Aqui. was ‘kept ina 
comparatively comfortable — bun- 
galow, with TV, books,- 
jugal-ri ights © ‘meetin igs : 
nen ies 





: with diss wife, 





Phis PN MA aised^t to o exchange s 
clandestine letters with Aquino during F 
dug incarceration in 1977-78 and in none of 
- the letters was there any hint of malice to- 
:wards Marcos. It was as though he ac- 
‘cepted the Realpolitik situation of adic- 
tator keeping his- chief political rival 
locked up. His main frustration was that. 

he could not keep in touch closely enough . 
with what was happening in his country. $ 
This sense of frustration came through. 
"again in 1981, when. this correspond 










through Hongkong: At that time, he was 
making a quiet trip to: Malaysia to look 
into the feasibility ofa plan to return to the 
Philippines by boat via Sabah. He spoke 
with a sense of urgency about preventing a 
| violent revolution in the Philippines, cit- 
ing Nicaragua as an example not to be fol- 
lowed. There was a similar message in 
Aquino's prepared arrival speech at Man- 
ila Airport on August 21, which, tragically, 
he was unable to make. | 

Ninoy Aquino was certainly.à man in a 
hurry, and with youth on his side. Al- 
-though he obviously had a personal ambi- 
tion to be leader of his country, there is 
every reason to believe that he. was 
genuinely anxious that there should be a 
peaceful transition of power, with a more 
| liberal form of government, ‘to’ prevent 
what he — asa lent: evolution. If 
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His Holiness Maharishi Mahesh Yogi 
Founder of the Science of Creative Intelligence and 
the Technology of the Unified Field (1971— 1982); 
Founder of Maharishi European Research University, 
Switzerland (1975) and Germany (1982); Founder of 
Maharishi University of Natural Law, England (1982); 
Founderof Maharishi International University, United 
States (1971); Founder of Maharishi Academy of Vedic 
Science, India (1980); and Founder of the World 
Government of the Age of Enlightenment (1975). 


The World Government of the Age of Enlightenment, 
a non-political, non-religious, global organization 
with the participation of the peoples of more than 
Jone hundred countries, does not usurp any of the 
functions of existing governments, nor does it replace 
them in any way. 


The World Government of the Age of Enlightenment 
njoys sovereignty in the domain of consciousness, 
thority in the invincible power of natural law, and 
activity tn the eternally dynamic silence of the unified 
field of all the forces of nature from where the infinite 
diversity of the universe i$ perfectly governed without 
a problem. 






The unified field of 2?! the laws of nature has been 
glimpsed by the supergravity theory of quantum 
physics, and its complete knowledge is available in the 
ancient Vedic literature as recently brought to light 
by Maharishi. Application of this beautifully complete 
knowledge of the functioning of nature has given rise 
to Maharishi'sintegrated systems of education, health, 
administration, defence, and rehabilitation 


New principles and programmes to enrich and glorify 
all areas of life of the individual and the nation have 
opened a new horizon of perfection for life every- 


where. 


This practical knowledge is the basis of the World 
Government's invitation to all governments to rise to 
a new level of governing without problems. 


The Maharishi Technology of the Unified Field, 

applied to daily living, will enliven the evolutionary 
power of natural law to uphold life in all positive 
; values — the individual will enjoy freedom from prob- 
émis and suffering; every nation will enjoy inte- 
grated national consciousness, cultural integrity, self- 
t iency, and invincibility; and the whole family 
* nations will enjoy permanent world peace. 

Sed Pi + 









OF ENLIGHTENMENT ANNOUNCES its readi- 


ness to solve the problems of any government 


regardless of the magnitude and nature of the 
problem — political, economic, social, or religious; - 
and irrespective of its system — capitalism, commu- - 


nism, socialism, democracy, or dictatorship. 


Governments are invited to contract with the World 
Government of the Age of Enlightenment to solve 
their problems on the basis of cost reimbursement 


after the target is reached. 
1983 can be the year of fulfilment for every govern- — 


ment. 


Complete confidentiality is 
assured. 
* Consultations, discussions, 
deputations, and feasibility 
studies may not be necessary 
because every ^ government 
already knows what must be 
achieved, and- the World 
Government has already devel- 
oped techniques to fulfil any 
requirement. 


The government will set the 
target, specify the stages, and 
determine the criteria of success 
at each stage. 

The World Government of 
the Age of Enlightenment will 
design the project accordingly 
and implement it. 

* The first step will be a letter 
of intention from the govern- 


ment to the Minister of Edu- 
cation, World Government of 
the Age of Enlightenment, 
Seelisberg, Switzerland. 


+ 


The contract will be drawn 
up by a mutually acceptable in- 
ternational law firm in conjunc- 
tion with an international bank. 


It is hoped that every govern- 
ment takes this announcement 
in the same spirit of absolute 
sincerity, simplicity, and confi- 
dence with which it is being pro- 
claimed in favour of life, happi- 
ness, and harmony in the family 
of nations. 


“With the blessings of Guru 
Dev, life on earth now is on the 
doorstep of the perpetual sunshine 


of the Age of Enlightenment.” 
— Maharishi 


This invitation to all governments to solve their problems is a wave of fulfilment 
of the Silver Jubilee Celebrations of Maharishi's worldwide Transcendental Meditation 


movement (1957 — 1873). 


TO SOLVE THEIR PROBLEMS _ 


THE WORLD GOVERNMENT OF THE AGE > 
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Musa and Mahathir after 1982 election victory: team spirit is shaken. 


MALAYSIA 





Faux pas in the party 


Mahathir suffers a storm of criticism from Umno delegates 
for suggesting his choice as deputy should remain unchallenged 


By K. Das 

Kuala Lumpur: The annual general as- 
sembly of the United Malays National Or- 
ganisation (Umno) — arguably the only 
democratic institution of real significance 
in Malaysia — has witnessed for the first 
time in the party's 37-year history a con- 
certed attack on its incumbent president, 
Prime Minister Datuk Seri Mahathir 
Mohamad. At the assembly which con- 
vened here on August 19-21, Mahathir 
was accused of being autocratic and not 
understanding the meaning of democracy. 
Opponents also asserted that he was op- 
portunistic for upholding tradition only 
for the convenience of the party leader- 
ship. 

These vehement attacks, without paral- 
lel in past assemblies, were touched off 
when Mahathir made what Umno vete- 
rans say was an unprecedented declara- 
tion: he told the 1,200 delegates to the 
34th general assembly that his deputy, 
Datuk Musa Hitam, must not be chal- 
lenged at the party election next year and 
declared that any challenger would be giv- 
ing in to personal ambition and setting 
aside what he called team spirit. 

This message to Finance Minister 
Tunku Razaleigh Hamzah, who lost the 
battle for the deputy presidency to Musa 
in 1981 and critically split the party, stun- 
ned delegates, who hail from 11 of 
Malaysia’s 13 states and represent some 
960,000 members. No Umno president, 
according to a former Umno secretary- 
general, has directed delegates so bluntly 
as to who they should nominate or elect. 

It is an open secret that Razaleigh is pre- 
paring to challenge Musa next year and 
that new alignments are now being forged, 
old quarrels patched up and new policies 
formulated to accommodate critics. How- 
ever, while both Musa and Razaleigh 


| 16 


know it is going to be a rough battle, both 
clearly accept the ground rules. 

The Mahathir announcement, which 
came at the end of a 90-minute address, 
eliminated issues some delegates at the 
Hilton Hotel were hoping to debate at 
length. One of these was the question of 
the Hongkong subsidiary of Bank 
Bumiputra Malaysia, Bumiputra Malay- 
sia Finance (BMF), which involved 
some M$700 million (US$400 million) in 
questionable loans to three ailing com- 
panies and the murder in Hongkong in 
July of a senior bank official. In the event, 
the assembly did not even touch on the 
issue. Another preoccupation of the dele- 
gates was the recent amendments to the 
constitution, which seek to make royal as- 
sent to acts of parliament superfluous 
(REVIEW, Aug. 25). 

Mahathir at first made light of the criti- 
cism directed against him, saying that de- 
legates must attack the leadership to get 
applause because praising it would 
look suspiciously like lobbying for per- 
sonal gain. However, despite this attempt 
to dismiss his critics, delegates did not halt 
the attack. 


n the final day of the assembly, when 
members of Umno's supreme council 
traditionally reply to delegates' criticisms, 
all attention was focused on Musa. The 
question was whether he would accept 
Mahathir's endorsement without reserva- 
tion. Musa made it implicitly clear that 
while he was grateful, he was in no 
way subscribing to the Mahathir style. 
Of Mahathir's support, he said: *I do not 
know what to say. I have not even thanked 
him for it." He added, however, that criti- 
cisms of Mahathir “also involve me." 
Musa's speech, which was brief com- 


quiet approval. He expressed with wry 
humour his desire for peace with 
Razaleigh by declaring, to loud applaüse, 
that should the finance minister get mar- 
ried, as has been rumoured, he would be 
best man. 

Mahathir's final speech followed this. It 
was seen by many delegates as extraordi- 
narily inconclusive. His use of humour did 
not conceal an undertone of disappoint- 
ment that Musa had not risen to give him 
unequivocal support. But he also ex- 
panded on why he supported Musa 
openly. 

Preoccupation with Mahathir's main 
address also distracted delegates from 
touching on the economy, though this was 
discussed among delegates for days before 
the meeting began. It is now being argued 
that the subject was avoided because it 
was felt that discussion would lead inevita- 
bly to the BMF affair. But Umno veterans 
also assert that Mahathir's policies since 
he became prime minister two years à 
had produced a number of slogans e 
heavy-industry projects such as 
"Malaysian car," but no real progress in 
rural areas. 

One delegate criticised government 
plans to build a M$10 million house for the 
prime minister in Kuala Lumpur. Another 
criticised the massive Dayabumi building 
project in the heart of the capital — built 
by Japanese contractors at a cost of more 
than M$500 million while the local tender 
to build it for M$171 million had been re- 
jected. 

Mahathir finally weathered the storm of 
criticism with some skill, but delegates left 
the assembly with misgivings about the 
level of support he now enjoys. It was 
clear that he had miscalculated the mood 
of the delegates, whose number and com- 
position has changed significantly over the 
past three decades. There are now large 
numbers of university graduates and pro- 
fessionals where there once used to be 
farmers and schoolteachers and a handf 
of civil servants. In the past a president 
hint — and it was always a vague an 
equivocal hint — was enough for dele- 
gates to follow a suggestion wholeheart- 
edly. 

But what appeared to be a Mahathir di- 
rective to leave Musa unchallenged as his 
successor fell on unreceptive ears. Sea- 
soned Umno analysts believe that in the 
end the directive may prove counter- 
productive. For the next year or so, until 
the election assembly of Umno, lobbying 
and faction-building is likely to go on 
faster than in the past year. Some senior 
ministers are thought to be rethinking 
their options on who to back. 

The BMF affair has weakened 
Razaleigh’s position in the past few 
months because it was generally believed 
that he carried some of the responsibility 
for the finance company’s misjudgments. * 
But with the Umno assembly ending with- 
out the issue being raised, according to 
one Umno minister, "a whole new game 
has begun. Mahathir may have tried to en 
sure Musa's future, but he has only given 
Razaleigh a new lease of life." À 
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11 additional 
international banking 
offices. 





Mellon announces expanded 
worldwide banking service. 


Mellon's international banking 
network is growing rapidly. 
Today we have 25 branches, rep- 
resentatives and investments in 
19 countries. 


The recent merger of Mellon 
National Corporation with The 
Girard Company of Philadelphia 
provides four full-service interna- 
tional banking offices in the east- 
ern United States: New York, 
Miami, Pittsburgh and now Phil- 
adelphia. The merger also added 
offices in Colombo, Singapore and 
Zurich to our growing interna- 
tional network. 


New Mellon representative offices 


have been opened recently in Bue- 


nos Aires, Caracas, Milan, Seoul, 
Sydney and Taipei. Our represen- 
tative office in Toronto is being 

expanded into a full-service bank. 


(2 Mellon Bank 


Mellon is now the twelfth largest 
bank holding company in the 
U.S. We provide a full range of 
international services, including 
letters of credit, the most sophis- 
ticated concentration of funds 
systems and automated balance 
reporting. 


We will be pleased to tell you 
how our rapidly expanding net- 
work can meet your needs. Con- 
tact any of our offices worldwide 
or write either: 


International Banking Depart- 
ment, Mellon Bank, Mellon 
Square, Pittsburgh, PA 15230, 
U.S.A. Telex 812367. 


[International Banking Depart- 
ment, Girard Bank, Girard Plaza, 
Philadelphia, PA 19101, U.S.A. 
Telex 834398. 


An important word from IBM 


You may think IBM makes only big computers. The range 
of products pictured here should change your mind. 

But more important, it's likely that one of them is a perfec 
fit for you and the work you have to do. 

IBM's small computers bring problem-solving power to the 
people who need it most. Small businesses 
can use them to prosper today and plan 
lor tomorrow. Large companies can 
use them to help a key person 








~ 
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Small. 


r department become more productive. Professional people 
'an use them to make the most of their own special skills. 

[BM small computers are easy to use and their price tags 
nake them easy to buy. Best of all, even our smallest computers 
zive you our biggest benefits: IBM experience and reliability. 

So, when you begin sizing up small computers, think 
X IBM. Obviously, we ve thought a lot about you. 
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Benson & Hedges 
Special Filter 


The worlds finest taste in cigarettes 


Created and perfected by the House of Benson & Hedges 









Ershad seeks a role for the army after a general election 


The march to democtac 


By Nayan Chanda 


Dhaka: More than 16 months after the im- 
position of martial law in Bangladesh, the 
government of Lieut-Gen. H. M. Ershad 
is preparing to return the country to à new 
form of democracy that will ensure the 
continued dominance of the military and 
keep political parties on a short leash. The 
government has yet to announce the type 
of constitution it would like to see, but its 
electoral strategy appears intended to 
- curb the national role of political parties 
Send strengthen the military regime’s influ- 
e in the countryside. 

Ignoring the parties’ demand that a 
nationwide general election be held be- 
fore local contests, Ershad has already an- 
nounced the dates of local 
elections — to be organised 
on a non-party basis — as" 
the first step towards demo- 
cracy. Funds worth Taka 
1.66 billion (US$67.8 mil- 
lion at the official rate here) 
have been distributed to 
some 490 newly created ad- 
ministrative units called 
upa-zillas, or sub-districts. 
Ershad has been criss-cross- 
ing the country by helicop- 
ter supervising the work of 
the new upa-zillas and urg- 
ing local electorates not to 
vote for politicians. Simul- 
taneously, in preparation 
for the general election to 

e held in the spring of 1985, moves are 
oot to launch an army-backed political 
arty. 

Following the example of the late presi- 
dent Ziaur Rahman, who travelled fre- 
quently to the remotest corners of the 
country to mobilise public support for his 
government, Ershad takes helicopter 
rides to the countryside almost five days a 
week. A minimum of prior notice is nor- 
mally given to the local authorities, who 
are the objects of his inspection. After ac- 
companying Ershad on one such trip, to 
the Comilla district east of the capital, this 
correspondent returned with the impres- 
sion that in addition to supervising the 
work of upa-zillas, the general may have 
begun his election campaign as well. 

After telling a public meeting in the 
Sarail upa-zilla what he has done to pro- 
tect the interests of landless peasants and 
noting the amount of money he has given 

for use in the area, Ershad promised to 

provide an irrigation canal as demanded 
by the crowd — leading to shouts of: 
"Long live Ershad.” 

t the same time, he told the gathering 
toyote for money in the coming upa- 
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zilla elections (March 1984). “In the past 
you have elected a lot of bad people for 
the sake of money," he warned. "This 
time vote for an honest man who loves the 
people and who is religious." Sub- 
sequently Ershad walked through the 
Sarail streets, shaking hands with people 
among the crowd pressing against him. 
Two mullahs who came out of a mosque to 
greet him immediately had their wish 
granted — Taka 5,000 for the mainte- 
nance of the mosque. Surveying the cheer- 
ing crowd, one official murmured: “The 
[opposition] Awami League must be liv- 
ing in fool's paradise when they call for 
elections." At least in Sarail, the outcome 


Ershad in Sarail: time to vote for an honest man. 


of an electoral contest would seem de- 
cidedly in Ershad's favour. 

Independent political observers believe 
that those likely to be elected chairmen of 
the upa-zillas would in most cases be sup- 
porters of the martial-law regime. By vir- 
tue of the powerful position they would 
hold, the chairmen of the upa-zilla coun- 
cils would inevitably influence the out- 
come of national elections in favour of Er- 
shad and the army-sponsored party. 


n an interview, Ershad clearly hinted at 

his desire to enter politics after retiring 
from the army. What has not been decided 
yet, he said, was "when and how" he 
would launch his political career. He 
avoided a question about his political 
party, saying: “At this moment I am com- 
mitted to creating the infrastructure with- 
out which no politics or political parties 
can stand firm." But Ershad's announce- 
ment in March of an 18-point programme 
for the country was tantamount to a politi- 
cal manifesto. Soon after that announce- 
ment, two student and youth organisa- 
tions appeared. With obvious backing 
from the government, they pledged their 








commitment to the 18-point programme, 

Since early July the government has 
started setting up committees throughout 
the country to implement the programme. 
"Programme implementation committees 
are being set up at the rate of five a week," 
noted a foreign observer. “And with the 
director of armed forces intelligence per- 
sonally vetting the committee members, 
we are clearly witnessing the birth of the 
army's own political party." 

In November 1981 — four months be- 
fore taking power — Ershad, as the army 
chief of staff, had declared that the way to 
ensure democracy and stability was to 
"give a proper place to the military in our 
society" through a constitu- 
tional solution. The original 
idea of giving the military a 
role in running the country 
to prevent coups has since 
been expanded to justify a 
pervasive role. 

In an interview with the 
government-owned TV sta- 
tion last year, Ershad as- 
serted that the armed forces 
are rich in administrative, 
organisational, technologi- 
cal and engineering skills — 
all of which are much lack- 
ing in Bangladesh. "Hence, 
it will be logical to use the 
patriotic armed forces for 
reorganising the country as 
a unified, united and powerful nation," he 
said. 

It has also been made clear that before 
an elected government is restored, the 
constitution will be modified to give the 
armed forces a well-defined and perma- 
nent role. There has been speculation that 
the armed forces would be given 30-40% 
of the seats in an upper house of parlia- 
ment. 

Whatever role the armed forces may 
eventually have in parliament, military 


| personnel are already being placed in vari- 


ous branches of the administration. There 
are 34 martial-law courts as well as mar- 
tial-law administrators at various levels of 
the administration, and army officers now 
occupy senior positions in various minis- 
tries. Contrary to official claims, many of 
these appointees lack the specialised 
knowledge and experience of their civilian 
counterparts. They serve as the army's 
eyes and ears. 

"No matter what happens in the elec- 
tions," a Bangladeshi intellectual noted 
gloomily, “I just don't see [army officers] 
going back to the barracks." 

Ershad denies that a large number of 
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signed, to Varigus)jobs. Informed sources 
say a majority Of pelice superintendents’ 
posts. and a large n er of positions in 
the "state-run. co ations have been 
handed over to retifed'officers. 

While iui arn d the soldiers in the 
administration preparing to launch a 
political sation to promote the 
army's views, Ershad has also been quietly 
consolidating a centrist position within the 
army that could be acceptable to a broad 
spectrum of opinion. Two stalwarts of the 
martial-law regime have recently been re- 
moved from sensitive positions. Both of 
them — Maj.-Gen. Mohabbat Jan Chow- 
dhury and Maj.-Gen. Abdur Rahman — 
had gained notoriety as ultra- Right, hard- 
line generals and were seen as principally 
responsible for the police brutality on the 
Dhaka University campus on February 14 
which caused an estimated 30 deaths. 
Chowdhury has been relieved as home af- 
fairs minister and Rahman, who was com- 
mander of the 9th Division, in charge of 
the capital, has been offered an ambas- 
sadorial post. 

Some foreign observers, in fact, see this 
recent reshuffle as aimed at consolidating 
the unity of the armed forces on the ques- 
tion of moving towards elections. “Both 
Rahman and Chowdhury have nothing 
but contempt for the civilians and would 
not like a return to civilian rule even if it is 
Ershad in civilian clothes,” one analyst 
said. “I understand they even opposed Er- 
shad’s idea of opening a dialogue with the 
parties.” Other senior military leaders are 
believed to support Ershad's effort to in- 
troduce a restructured democratic system. 

In addition to the apparent unity among 
senior military leaders over political stra- 
tegy, several other factors seem to favour 
Ershad's moves towards civilianising army 
rule. The general is due for retirement by 
the end of 1984, and political observers ex- 
pect him to step out of uniform and as- 
sume leadership of an army-sponsored 
party before that date; unity among the 
top echelon of the army is expected to 
make that transition smooth. 

Moreover, a leading Bangladeshi 
analyst pointed out: “Ershad is reaping 
the fruit of Zia's brutality. After Zia's 
ruthless execution of more than 2,000 of- 
ficers and men for suspected disloyalty, 
there is a terror in the army about violat- 
ing discipline. It certainly would dampen 
the ambition of many colonels." 


















Te near-universal political apathy that 
has resulted from a decade of anarchy 
and misrule by rapacious politicians has 
provided a highly favourable climate for 
the men in uniform. Political parties, 
which seem to proliferate at almost as high 
a rate as the population, have been largely 
discredited as a result of their empty slo- 
gans and factionalism; very few of them 
have any organised following in the coun- 
tryside, lacking both the means and the 
will to build a rural following. 

Martial law has further narrowed their 


of transport togetin touch with the people 
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and all the resources to win popular sup- 
port. 

Ershad’s government also seems to 
enjoy the support of the major Western 
countries, China and neighbouring India 
— support based on the hope of stability 
and on the conservative development 
policies pursued by the regime. More 
specifically, the administrative reorgani- 
sation upgrading thanas, or police sta- 
tions, into upa-zillas for the purposes 
of planning and for their accountabi- 
lity to the government has received 
enthusiastic support from the World 
Bank. In July members of the Bangla- 
desh aid consortium met in Dhaka and 
offered to rearrange an aid package 
to take account of its use by the upa- 
zillas. 

Despite the role of upa-zillas as a 
cornerstone of Ershad's effort to undercut 
the political parties, none of the latter has 
offered any criticism. Asked to comment 
on the use of upa-zillas as growth centres 
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952 lo upg 1 l (the. owegf 
level administrative unit) into upa-zillas, 
each» with an average population of 
200,000. The aim is that chairmen of the 
upa-zillas, elected for three years, preside 
over a council composed of elected mem- 
bers from lower units — unions — and civil 
servants representing various ministries in 
the capital. Under the plan upa-zillas have 
their own budgets and development plans. 
Assisted by a chief executive officer — 
also a civil servant — the chairmen imple- 
ment these plans. While government ser- 
vants are to be accountable to them, the 
chairmen will be accountable to the cen- 
tral government and the electorate. 
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he government hopes that establish- 

ment of administrative machinery to 
conceive and execute plans locally will 
drastically reduce the bureaucratic delays 
and waste of the past, when every ministry 
ran things directly from Dhaka. Bureauc- 
rats who ruled like petty tyrants in coll 
sion with local allies are to be comi 
to an elected chairman and their actio 
will come under the scrutiny of the local 


=> 


Police in action on campus: generals were blamed for the brutality. 


and as a basic unit of democracy, a senior 
official of the Awami League (Sheikh 
Hasina faction) — the principal political 
opponent of the regime — could only 
point out that the late president Sheikh 
Mujibur Rahman was in favour of such ad- 
ministrative devolution. Other than de- 
manding that the upa-zilla elections be 
held a general election, the 15-party 
opposition alliance has not criticised the 
reform. 

In Bangladesh, with its 68,000 isolated 
villages and extremely poor communica- 
tions, the idea of devolution has always 
held appeal. Successive governments, 
from the late Pakistani ruler Field Mar- 
shal Mohammed A yub Khan to Mujib and 
Zia, toyed with various forms of adminis- 
trative decentralisation. Since 1972, the 
World Bank has consistently urged the 
government to institute local accountabil- 
ity as the best means of effectively using 
aid. While previous regimes studied the 
idea, Ershad has given it priority. 

Indeed, within a month of his takeover 
Ershad appointed a committee of army of- 
ficers and academics to study administra- 
tive reform and reorganisation. On the 
basis of their recommendations, the gov- 





people. "With upa-zillas, politics will 
cease to exist," said an army officer withet 
obvious satisfaction. “Politicians wh 
never return to their constituencies afte. 
the election and stay in Dhaka to line their - 
own pockets would have no chance.” 

It is hoped that with the presence of 
government officials, many of whom are 
now being sent out from Dhaka, and the 
locally determined use of funds, upa-zillas 
will become growth centres in the coun- 
tryside. One army officer conceded that 
the corruption that plagues the central 
government may also afflict upa-zilla 
bureaucrats, but he added: “At least the 
coruption money would be spent local- 

y. 

Another measure taken by the martial- 
law regime that seems to have been gener- 
ally welcomed is the decentralisation of 
the judiciary. High court benches have 
been set up in five district towns, and civil 
courts have been taken down to the upa- 
zilla level. While this is expected to make 
justice cheaper and swifter, unemployed % 
or under-employed rural lawyers will also, 
benefit from the measure. 

Ershad's government also appea 
have brought some order and discipli 
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the Dhaka administration, which has been 

oneycombed with corruption. *We dis- 

vered that such elementary things às an- 
nual confidential: reports did ‘not exist," 
said a source close to: Ershad. “How can 
you reward the efficient and punish the in- 
competent without this?" Foreign obser- 
lyers say that cases of massive organised 
'corruption, which meant that almost any 
‘government action had to be bought with 
a bribe, have been reduced. 

But the moves that have earned the 
most praise from the World Bank and the 
business community are the denationali- 
sation of industry and the decontrol of pri- 
vate business. In June 1982, the govern- 
ment announced a new industrial policy 
offering incentives and opportunities for 
private investment. The government also 
launched a policy of disinvestment under 
which some 600 industrial ventures, in- 
cluding about 60 jute and textile mills, 
have been transferred to the private sec- 
tor. 

Industry and Commerce Minister S. M. 
b Azam said the current policy is not 
he result of any doctrinaire approach. 
Some 10 industries previously reserved for 
the state sector have now been thrown 
open to private investment only to make 
the fullest use of existing potential. "To 
show our earnestness to the private invest- 
ors we went to the extent of turning over 
some jute mills to their former owners," 
the minister said. While six important sec- 
tors would still remain under state control, 
the Ershad government seems determined 
to nurture a capitalist economy by provid- 
ing hothouse conditions. 


l; agriculture, the regime has adopted po- 
licies that could bring significant change 
in the countryside if strictly applied. The 
government intends to lower the ceiling 
on private ownership from 33 acres to 20 
acres and redistribute excess land to land- 
less peasants. The government has also 
enacted a law to give sharecroppers the 
right to work on a piece of land for a mini- 

Yum of five years and retain two-thirds of 
the crop if they provide seeds, fertiliser 
and other inputs along with labour. 

The land policy enjoys the full support 
of the World Bank, which is deeply con- 
cerned by increasing landlessness and 
rural poverty. In a recent report, the bank 
said that as massive redistribution of land 
is not politically feasible, the government 
should encourage the break-up of existing 
holdings by imposing land taxes and for- 
bidding the purchase and sale of land by 
individuals. 

But the problem in Bangladesh is not 
the absence of legislation or a lack of good 
intentions on the part of the rulers. It is the 
proverbial one of who is to impose the re- 
quired discipline. In 1972 a presidential 
order called for redistribution of land held 
by individuals in excess of the ceiling of 33 
acres, But nothing was done because 
those 7% of total households that hold 
48% of cultivable land also include inf- 
. luential political notables and senior gov- 
ernment servants. 

[here is a danger that similar collusion 
ET. bureaucrats and the elected 
h 
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BY 900AM. 


Our elevators deliver you right into the heart 
of Central. And if you are doing business in Hong Kong, 
that's where you want to be. 


Not checking your watch as the ferry leisurely 
crosses the harbour, or seeing your schedule slip 
away in peak hour traffic. 


We are in the best location for business. 


We know what you are after. Convenience. Location. 
Service. Efficiency. Facilities to operate more 
effectively away from home. Secretarial services. 
Telex. Meeting rooms. Convention centres. 


And some of the finest restaurants and meeting places 
in Hong Kong, for the other side of business. 


The most demanding business travellers 
stay with us. 


SG EIOTEL FURAMA 
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1 Connaught Road, Central. Phone 5-255111 Telex 73081 FURAM HX 


: "The problem 
said a senior 


iste. It should have been prepared over a | 
ye-year period, but it is a tragedy of this 


untry that one does not have much 


ime." Many observers believe that the. | 


upa-zillas are being hurried along to fit Er- 
shad’s timetable for retirement from the 
army. | 


‘The government's implicit faith in what 
E United States President Ronald Reagan 
once. termed “the magic of the market- 
jlace" may also run into serious snags and 
O some of its other achievements. 
ior. government officials adimit pri- 


tely that denationalisation of jute mills. 


lead to a price-cutting war and affect 
ountry's principal export earner. In 
w of the poor record of repayment by 
rivate industrial sector, there is also 
g doubt about the outcome of easy 
vernment financing. Last year several 
ses were found in which a dummy indus- 
/ was set up to salt away foreign-ex- 
ange credits from the government. 
While paying lip-service to the need for 
nd redistribution and a check on the in- 
€ in landless peasants — who now 
itute 50% of the rural population — 
? government is essentially relying on 
e trickle-down theory. More pumps and 
e fertiliser to farmers who can afford 
e would, the government seems to be- 
ve, not only increase food produc- 
n but provide more employment. Ag- 
ture Minister A. Z, M. Obaidullah 
an acknowledges the problem with 
ne resignation. "Without a social revo- 
ion, it is impossible to implement land 
orm through a democratic govern- 
rent.” he said. 
. Despite adverse weather, food produc- 
on in Bangladesh last year grew by 596 
and reached a record 15.1 million tonnes 
grain. If a 675 growth rate can be sus- 
tained for the next two or three years, 
Bangladesh will be able to meet its needs. 
Khan said that while achieving self-suffi- 
ciency in food may not be a great problem, 
is still a question whether the poor will 
ave money to buy it. "Unless we can pro- 
vide rural employment and generate in- 
| come in the countryside, we will have seri- 
ous trouble in hand, he added. 
The most urgent of Bangladesh's prob- 
lems — the birth of some 8,000 babies a 


/ — does not seem to be getting the at- 


tion it deserves, Western officials — 
n those who are fairly supportive of the 


d speeches, we have seen posters urg- - 


birth control in Dhaka," said one 
ign official. “But: precious little is 
ng done about this nightmarish pro- 
." Another foreign observer said that 


of fertile couples in 


ladesh.is t T | 
eis 


an 


time to look farther ahead." Indeed, plan- 
ning is a difficult proposition in a country 


| that has seen five regimes in 12 years, in- 
cluding the assassination of two presi- 
dents. 

How much more time does Ershad 
have? Looking at the sorry state of the po- 
litical opposition and: his. unchallenged 


INTERVIEW/H. M. ERSHAD 


g of me 


strikes has kept the country calm for a- 
while. | 


But one cannot fail to see the discontent 
of the urban poor and the middle class - 
both reeling under heavy inflation and un- 
employment. There is resentment against 
the army's heavy-handed actions and cor- 
ruption. The going so far has been good 
for Ershad, but he will be approaching 
dangerous times as he prepares to shed his 
uniform and embark on the uncharted 
course of a militarised democracy. 


Parliament must rule 


Dhaka: Lieut-Gen. Hossain Mohammad 
Ershad, who took power in Bangladesh on 


| behalf of the armed forces and imposed 


martial law on March 24, 1982, appears in- 
creasingly confident as he consolidates his 
hold over the army and as internecine 


quarrels and personality clashes continue 


to plague political parties. In an interview 
with REVIEW diplomatic correspondent 


| Nayan Chanda and Dhaka correspon- 


dent S. Kamaluddin, Ershad, who is 53, 
made clear his intention to enter politics 
after restructuring the country's adminis- 
trative and electoral system. 

The general's office in army headquar- 
ters, where the interview took place, was 
decorated with *Allahu" written in Arabic 
on a.brass plate and a framed picture of as- 
sassinated president Ziaur Rahman — 
suggesting an attempt to seek legitimacy 
from the country’s dominant religion and 
the mantle of authority worn by the late 
general. 

Excerpts from the interview: 


Bangladesh has been born of a strongly 
politicised people. How do you see the 
prospect of depoliticising the country’s so- 
ciety? 

What is wrong with being politicised? If 
politics is to be taken as the vehicle to ex- 
press one’s opinion, secure the rights of 
people and to mobilise the masses for 
maximising benefit for the maximum 
number of people, I feel a politicised 
people is more of an asset than a liability. 


| The problem of our country is not of de- 


politicising society, but a lack of politicis- 
ing the entire society. [It is] unfortunate 
but true that political consciousness, like 
many other resources of our country, is 


very unevenly distributed and urban 
based. We can see the attempt to per- | 


petuate the redundant political system 
when we hear demands for the election of 
a national parliament before those of the 
local bodies. 


How would you. define the role of the 


armed forces in Bangladesh today? 
The armed forces of B. 
ading 


know, played a; role in our wa 


angladesh, as you | wh 


independence. As sons of this soil and ass 
an inseparable part of our society, wi 
realised that the nation had to undergo 
certain basic structural changes — in so- 
ciety, politics and the economy. "s 
Through our experience over the past 
12 years, we have realised that such 
changes could not be brought about by a 
normal political process as we practised it 
in this country. The country and the 
people needed a break. The armed forces 
are assisting the nation in its attempt to re- 
structure itself. | | 


A year and a half after your takeover, how 
would you assess your success in achieving 
objectives you set for yourself? Your laud- 
able intention to rid the country of corrup- 
tion is doubted by the critics because of re- 
ported corruption in the army. Would you 
like to comment on this? | 

Before assessing our success, I have to 
explain our objectives. We identified cer- 
tain critical areas which were choking the 
progress of our nation. In the absence of ase 
matured political institution in this coi 
try, true democracy — accountability 
the administration to the people — never 
developed. Corruption, fiscal and politi- 
cal, became an effective barrier in the way 
of any real progress. In the name of 
socialism and equidistribution of wealth, 
all the factors of production and sources of 
income were concentrated in the hands of 
the party in power. 

The dictum that justice delayed is jus- 
tice denied found its appropriate place in 
the age-old colonial judicial system in 
Bangladesh. The system of land-holding 
needed immediate attention, as it was 
rendering thousands of people landless - 
every year. After identifying the critical 
choke points, we set our objectives: 
evolve an administrative system in which 
the legislative and executive at all tiers of 
administration will be elected by the - 
people and thus remain accountable to 
them; disentangle the economy and the 
productive forces from the bureaucratic . 
tangle; [simplify] rules and regul 
which will in turn minimise corre 
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these and the return of the ad- 
ministration to the representatives of the 
people, I gave two years’ time. It is against 
this backdrop that you have to measure 
the success of the present administration. 
As far as your question regarding cor- 
ruption in the armed forces is concerned, 
let me put it this way: the total number of 
military personnel engaged in a supervis- 
ory role does not exceed 40-50. It is not 
even a microscopic percentage of the total 
armed forces, and at the same time it 
would be highly irrational to claim that all 
these 40-50 persons involved in martial- 
law duties are engaged in liming their 
purses. As a matter of fact, this [corrup- 
tion charge] is a very well-planned hostile 
campaign carried out to demoralise the 
people and create a lack of confidence in 
the armed forces. Besides, military rules 
are fairly simple. It does not take much 
time to bring to book any person who 
gives way to temptation. We have done it 
in the past and we will do it in the future. 


It is understood that the Bangladesh army 
was sharply divided between those who 
fought the liberation war and those who 
were repatriated from Pakistan. Would 
you say that the situation has improved 
since the appointment of some Mukti Ba- 
hini [liberation force| generals as ambas- 
sadors? Do you see any problem on that 
score? 

I think you have a little misconception 
regarding the entire affair. The sharp divi- 
sion that you mention was neither concep- 
tual nor was it limited to the military. It was 
there in all sectors of the administration 

This was actually created by the two 
years of seniority accorded to the persons 
who actively participated [in the liberation 
war] over those who could not. Manifesta- 










<1 > " 
Ê: — 
MEL 


Chanda 





tion of this contradiction was sharper in 
the civil administration than within the 
armed forces. The civil officials went as far 
as to file cases against the government de- 
cision in the courts. 

The situation in the armed forces is dif- 
ferent. The country went through a few 
major convulsions in which the armed 


| forces, directly or indirectly, got involved. 





Advertisement 


There was no distinct line dividing the 
freedom fighters and the repatriated offic- 
ers. As is a natural sequel to such convul- 
sions, there are always some displace- 
ments and adjustments. 


Although in your interview with the 
REVIEW last year you said that Islamic 
fundamentalism cannot flourish — in 
Bangladesh, you seem to have con- 
tradicted yourself subsequently by taking 
a positive stand on Islam and its practices 
in this country. How do you differentiate 
between the Islam that is being practised, 
say, in Pakistan and the Islam you would 
like to introduce? 

| do not understand what you mean by 
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Islamic fundamentalism. I have not 
changed my stance since I spoke to the 
REVIEW last. All I am saying is that to 
check the decay in our moral, social and 
traditional values, a human being should 
be guided by the dictates of his co 
religion. After all, that's what the honou 
able pope is saying, too, isn't he? 

When he talks about Christian values to 
hundreds of millions of his followers, we 
don't call him a Christian fundamentalist, 
do we? Because 90% of the population of 
this country 1s Muslim, Islam is more fre- 
quently spoken about. After all, the reli- 
gion of Islam is peace unto the creator. 
This peace is best served by performing 
one's duty. 


The election time-schedule has been an- 
nounced and you appear firmly commit- 
ted to holding parliamentary elections on 
the basis of the suspended constitution. 
But this constitution does not provide any 
special role for the army. Do you intend to 
change it before or after the election? 

To stop the recurrence of the unfortu- 
nate convulsions from which this country 
has suffered in past years, I proposed a 
specific role for the armed forces to the 
people of this country. [This is] being cong 
sidered and discussed at various levels. As 
and when it crystallises, vou will get to 
know. 


There are more than 70 political parties 
and groups in Bangladesh and you are 
committed to reduce their number to only 
a few. What mechanism do you have in 
mind to achieve this? 

The mushroom growth of 70 or more 
political parties could take place only in 
the absence of a matured political institu- 
tion and system. I am certain, through 
proper development of a political institu- 
tion in which the baseless parties will face 
the challenge of true democracy, thev will 
automatically cease to exist. 


Your plan to hold a dialogue with the 
major political parties has not progressed 
far because of their refusal to take part. 
Do you still intend to have such a dialogue 
or proceed towards the election without 
it? 

We believe it is only through dialo 
that we can evolve a true democratic tra 
tion in this country. We are progr@ssin 
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th the dialogue and this is a continuous - 


. We intend continuing till the 
election. So far no political party has re- 
fused to join in a dialogue. You have 
wrong information. 


Would you like to comment on reports 


about your intention to form a political 
? 


Frankly speaking, I have been too busy 
in clearing the age-old rust to think about 
my political future. At this moment, I am 
committed to creating the infrastructure 
without which no politics or political par- 
ties can stand firm. 


In view of the non-complementary nature 
of the South Asian economies, how do 
you see the prospect of the South Asian 
Regional Cooperation (SARC)? 

The SARC was formed because we are 
non-complementary. It is a vacuum in the 
region which we have at last begun to fill. 
The prospects are very good and the 

ARC will promote better understanding 
tween us. I fully support it. 


Would you agree with the Asean coun- 
tries’ position that a Soviet-backed Viet- 
namese invasion of Cambodia poses the 
immediate threat while a long-term threat 
to the region comes from China? 

Any intervention is a threat to 
sovereignty, as Afghanistan and Kam- 
puchea show. Our relations with. China 
are excellent and I do not believe that it 
poses a threat to any country. 


Is the army quota in foreign service 25%? 
Do you have similar quotas for other civil 
service ings? 

About 25%. No, there is no army quota 
for other civil service [posts]. We have 
many retired. officers. We are actually 
short of trained manpower and at times we 
engage them on a two- or three-year con- 
tract basis. You must realise one thing: 
there has been no recruitment in the civil 

rvice for the last eight vears. We have 

ow started recruiting in the civil service. 
There has not been any recruitment in the 
police service for the last six years. There 
has not been any recruitment of magis- 
trates and lower magistrates. 


There have been reports that vou are try- 
ing to form a political party with people 
from different political parties and 
acknowledging the role of the five dead 
national leaders — Suhrawardy, Fazlul 
Huq, Moulana Bhashani, Sheikh Mujibur 
Rahman and Ziaur Rahman. 

If the people of the country so desire 
and they would like me to join politics, | 
will. If I join politics, naturally I will have 
to leave uniform, but when and how has 
not been decided as vet. The 18-point 
programme is not my programme. It is the 
country s programme. This programme 
aims at economic emancipation of the 
people. And I gave a call to the people: 
please come and join me and help me in 
- implementing these points. Anybody who 
wants to come and join is welcome. Whe- 
Mier this will form a political party in fu- 
[ure AM cannot say. 










the Indonesian army formed its political 
group, Golkar. Is that inaccurate? 

That's totally wrong. Why do people 
think that way. that we are trying to im- 
pose military rule and have military gover- 
nors? It's not the case. I am not the person 
to do that. I am the first person [to say] 
that parliament must be sovereign, parlia- 
ment must have powers. I can assure you 
that the next parliament will have a lot of 
powers and not be just a rubber stamp. 
And we must have a strong opposition so 
that the party in power does not become 
an autocratic sort of party. 


Do you mean the next parliament will 
have more power than the last one? 

Of course. You tell me, what did the last 
parliament do? How many committees 
did it have? Nobody was accountable to 
the public accounts committees. Sheikh 
Mujib was the world's most powerful pre- 
sident. How do you talk about democ- 
racy? If you talk of democracy — the In- 
dian Parliament, yes. I don’t think [Indian 
Prime Minister Indira] Gandhi can do 
whatever she wants. When I met her she 
told me so. But it’s not like here. That's 
why they [MPs] are not public representa- 
tives. The moment they are elected, they 
come to Dhaka and don't go back to their 
constituencies because there is no job for 
them. Today, what I am going to do is that 
the [elected] man in an upa-zilla parishad 
[sub-district council] is going to stay in his 
constituency and he is accountable to his 
own people. 


The upa-zilla parishad chairman is going 
to be an individual and not a member of a 
political party. But the national parlia- 
ment will have political parties. How will 
the upa-zillas avoid interference by parlia- 
ment in things like budget allocation? 

The upa-zilla parishad chairman will be 
answerable to the parishad and to the gov- 
ernment. But if he does not do his job 
properly, there can be a no-confidence 
motion against him in the parishad. The 
parliament will not be able to interfere at 
all. It will be responsible only for legisla- 
tion and, of course, public accounts 
and any other role a national parliament 
has. 


You are saying that the next election will 
be held on the basis of the suspended con- 
stitution. How do you propose to give 
more power to the parliament? Will it be 
enacted later? 

Naturallv. 


By the new parliament? 

The directive must come from the gov- 
ernment that we want the parliament to be 
sovereign. We want the parliament to 
have more powers. But the moment the 
suspended «constitution is revived, the 
election will be held on that basis and the 
next parliament will then seek to formu- 
late how more powers could be given by 
the party in power or by the government at 
thetime. — — | 





r 
The Touch 


of Chinese 
Hospitality 


What symbolizes Chinese culture 
best? The splendor of a Chinese 
opera, exquisite porcelain? Or 
perhaps simply the tradition of 
attentive service you'll find at 
Brother Hotel. 


Brother Hotel is situated in the 
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with 304 elegant rooms and suites, 
three conference rooms, and six 
restaurants (Cantonese, Taiwanese, 
Japanese,Western, Sky Lounge and 
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An army is forged in 
a decade of friction 


By S. Kamaluddin 

Dhaka: Since the 1971 independence war, 
the Bangladeshi army has emerged as a 
highly politicised and assertive pressure 
group. The political system that was intro- 
duced after independence has undergone 
radical transformation — from a par- 
liamentary democracy to one-party au- 
thoritarian rule, a shift that eventually 
paved the way for subsequent develop- 
ments involving army personnel. 

The country's soft-spoken military 
ruler, Lieut-Gen. H. M. Ershad, who 
came to power through an army-led coup 
less than 10 months after the assassination 
of president Ziaur Rahman in May 1981, 
is committed to return the country to 
democracy after introducing basic ad- 
ministrative changes. But the army is ex- 
pected to continue playing a prominent 
role in the administration even after the 
restoration of a civilian government. 

Basic contradictions within the army 
first surfaced during the liberation strug- 
gle in 1971, when the Calcutta-based 
Awami League leadership, as the domin- 
ant political body in the war effort, de- 
cided to raise an elite, politically moti- 
vated force called the Bangladesh Libera- 
tion Force, popularly known as the Mujib 
Bahini. This force was given special train- 
ing and was totally isolated from the 
Bangladesh Defence Force freedom fight- 
ers, or Mukti Bahini. Mukti Bahini com- 
manders, who had been drawn from 
among those who defected from the Pakis- 
tani army to join the war, were known to 
have opposed the formation of an elite 
force motivated more by politics than by 
actions in the field. 

After Bangladesh achieved indepen- 
dence, the government decided to form a 
paramilitary force known as the Rakkhee 
Bahini, or security force. This 
downgraded the importance of the army, 
which until then was made up entirely of 
those who fought the liberation war. The 


Rakkhee Bahini was raised by absorbing 


most of the Mujib Bahini and was trained | 


by a group of Indian army officers. Rela- 
tions between the army and the Rakkhee 
Bahini — which received preferred treat- 
ment from the government in terms of 
new equipment and facilities — were far 
from ideal. 

In late 1973, when nearly 30,000 
Bangladeshi army officers and men 
stranded in Pakistan were repatriated 
under a tripartite agreement among 
Bangladesh, India and Pakistan. the 
Dhaka government suddenly decided to 
grant two years of seniority of service to 
the freedom fighters. This was a further 
element of friction. 

However, the special treatment given to 
the freedom fighters did not create any per- 
manent division — as was clear in the Au- 
gust 1975 coup by a section of the army, in 
which officers belonging to both groups 
participated and in which Sheikh Mujibur 
Rahman, in whose name the liberation 
war was fought, was killed. The Rakkhee 
Bahini, which was developed as a special 
force to keep the army in check, failed to 
do anything to protect the head of state. 
The Rakkhee Bahini was then quickly dis- 
banded; its officers and men were ab- 
sorbed in the army and the Bangladesh 
Rifles, a border security force, and were 
distributed thinly all over the country. 

Subsequent developments — the suc- 
cessive coups and counter-coups which 
brought Zia to power and led to his assas- 
sination in 1981 — underlined the restless- 
ness within the armed forces. 


Ithough a number of army officers of 

varied ranks — mostly freedom fighters 
— were retired after Zia's assassination, the 
contradictions between those who fought 
for independence and those who did not 
have apparently been resolved without 
much difficulty. One young freedom- 


1981 and remains bitter about the trea 
ment he received, confirms that frictión 
between the two groups is now almost 
non-existent. 

In November 1981, just 13 days after 
the election of Abdus Sattar as president, 
Ershad, then army chief of staff, address- 
ed the question of the army's role directly. 
Ershad said then: "The experience of 
the past 10 years has shown that no one 
has succeeded in keeping our soldiers 
aloof from society and its turmoil. Our 
rank and file do not want military adven- 
turism in politics nor do they want political 
adventurism in the military. They only 
want to be with the people, helping build 
democracy [and] build effective checks 
and balances against any future coup at- 
tempts." 

While arguing in favour of giving the 
army a role, Ershad said that he was also 
trying to establish Zia's concept of total 
national defence. “This concept required 
us to depart from conventional Wester 
ideas of the role of the armed forces," E 
shad asserted. “It calls for combining the 
role of nation-building and national de- 
fence into one concept." Essentially he 
advocated re-establishment of the com- 
mand structure in the army and develop- 
ment of a system that should be able to 
withstand pressure, both internal and ex- 
ternal, to ensure continuity and stability. 

The situation within the army since the 
imposition of martial law last year has 
evolved gradually. While the generals 
were reportedly divided on the question of 
a military takeover, they functioned 
smoothly as a team once power was taken. 
The Ershad regime has not tried to project 
the leadership of an individual. Rather, it 
has emphasised team spirit and collective 
effort. This seems to stem from one basic 
realisation: failure this time runs the risk 
of disaster. 

Ershad has been able to regroup the 
army since Zia’s assassination and has suc- 
ceeded in his efforts to re-establish ite 
command structure. The smooth replace 
ment recently of the strategic Dhaka 
garrison commander, Maj.-Gen. Abdur 
Rahman, by the Jessore garrison com- 
mander, Maj.-Gen. K. M. A. Wahed, is a 
case in point. Contrary to widespread 
rumours, such changes have been treated 
by the military establishment as routine 
transfers. A sense of team spirit and Er- 
shad's frequent meetings with the rank 
and file have further consolidated the gen- 
eral's personal standing in the army and 
increased loyalty. 

The army seems to have carved out a 
semi-permanent role in Bangladesh and 
whichever party comes to power through 
the coming general election will perhaps 
have to come to some sort of understand- 
ing with the army to run the administra- 
tion effectively. This may not necessarily 
reflect either the wider acceptability or the 
strength of the military as an institution. 
On the other hand, it perhaps indicates 
the failure of the politicians and parties to . 
acquire the vision needed to shoulder ad- 
ministrative responsibility. They cn 
hardly blame anybody for that. 


fighting major, who was retired in 74 
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Your Diners Club card is welcomed by major 
resorts from Rio to the Costa Smeralda. 
Diners Club International is Your World Card. 


From the crystal waters of Bermuda, to the 
sparkling sands of Hawaii, Diners Club can help 
you follow the sun. Because it's welcomed by 
airlines, hotels, resorts and nightclubs in more 
than 150 countries around the world. 


Get Your World Card. And enjoy the world. 


DINERS CLUB INTERNATIONAL 
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Attraction is not Just 
a matter of strength. 


Today, your international bank needs 
the gift of innovation. Greater apprecia- 
tion of technology will ensure the 
success of tomorrow. 

An innovative approach to every area 
of finance is essential to giving the 
market new impulses and to tapping 
Ë sources that might otherwise remain 

| inaccessible. 
Deutsche Bank makes innovation 
a part of your financial projects: 
through our experience in every field of 
international finance, our presence In 
54 countries around the world, and our 
Number One position in Germany. 
Plus the strength of total assets of more 
than US $ 83 billion, ranking us among 
the ten largest banks in the world. 
b Put us to the test. 





Deutsche Bank 


Advanced banking for more than a century 
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Barcelona. Brussels, Buenos Aires. Hong Kong, London, Madrid, Milan, New York, Osaka 
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General Electric technologies 
give you the power 
to process natural resources 








Oil. Gas. Minerals. The development of natural 
resources can transform a nation's economy. 

General Electric technologies give you a wide 
range of system and equipment options that let you 
realize the full potential of your natural resources. 
| GE technologies give you the power to extract, 

pipeline and process liquids and gases. Mine and 
mill solids. Transport raw materials and finished 
products. 

GE technologies let you generate and distribute 

electrical power on site or in remote locations. 
. At the processing plant, rolling mill or wellhead. 
-. GE offers gas turbines that can operate on all grades 
of liquid and gaseous fuels. Medium steam turbine- 
generators. Highly-efficient combined-cycle systems 
that blend the best of gas and steam technologies. 
— And everything from switchgear, transformers and 
protective equipment to complete electrical 
distribution systems. 

GE technologies can also meet vour mechanical 
power needs for pipeline and process compressor 
drives. GE turbines, for example, have long been 
proven in ammonia, ethylene, liquetied natural gas, 
and metal processing plants around the world. 

To achieve high productivity, GE technologies 
bring you motor drive systems to power deep shaft 
hoists or huge open pit shovels. Advanced arc 
furnace controls to increase processing yields. 
Reliable industrial equipment from large metal 
rolling mill motors and controls to man-made 
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materials that cut, shape and form metals. Instru- 
mentation, materials handling, lighting, modern 
computer management and inventory systems. 

GE technologies provide the power for your 
transport needs. GE electric or diesel-electric 
locomotives for either short or long distances. Even 
electric wheels for powering huge off-highway 
hauling vehicles. 

Through experience gained in thousands of 
installations around the world, General Electric 
provides the technical experience to help you 
design and install the optimum mix of equipment 
and systems you need, and to train vour personnel. 

General Electric also services what it sells. 
through a worldwide network of 9600 engineers 
and technicians who are available anytime, 
anywhere for maintenance and repair. 

As the world's largest and most diversified 
electrical manufacturing company, General 
Electric has been a leader in advancing tech- 
nologies for more than 100 years. And we're carrying 
out research and development programs worth 
$1.6 billion annually to maintain that position. 

GE technologies. They give you the power to 
process natural resources. To transform a 
nation's economy. 

For full information, contact the GE Sales 
Office nearest you, or General Electric Company, 
Section 50-180, 570 Lexington Ave., New York, 

N.Y. 10022, U.S.A. 
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Thais Royal Executive Class. So successful 
on our intercontinental routes, we made it our 
number one class in the Orient. 


At Thai, we've long recognised the 
importance of meeting the needs of busin- 
ess travellers. 

As further proof of our commitment to 
make flying more pleasurable for them, we 
are proud to be the first airline in the Orient 
to take our Royal Executive Class and make 
it the premier class on board our A300 and 
DCS regional routes throughout the region. 

Whats more, it is available to passen- 
gers paying just the full economy fare, or, 


MNAC /THA./ 45329 


where applicable, a small surcharge. 

In Royal Executive Class you relax on 
seats normaily reserved for first class passen- 
gers. Wider, more comfortable, with the leg 
room to match. 

You also enjoy a choice of menus, free 
drinks, electronic headsets, comfort socks 
and a wide selection of magazines and 
newspapers. 

On the ground we offer speedy check- 
in at special counters and lounge facilities 


at many of the destinations we serve in the 
Orient. 

Economy Class passengers also enjoy 
improved seating and a high standard of in- 
flight service for which Thai has become 
renowned. 

In the Orient fly Royal Executive Class 
on Thai. And enjoy the same high standards 
of service that passengers receive on our 
intercontinental flights Th 
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. € THE war of words over the future of 
Hongkong is hotting up. According to 
this Travellers information, duly re- 
| ported in last week's REVIEW (Hu's date 

. with destiny), the British Foreign Office 
t- was on the brink of issuing a statement 

refuting either the remarks made by 

China's General Secretary Hu Yaobang 
. to a group of Japanese journalists visit- 

ing Peking, or what he was erroneously 
reported to have said by China's official 
newsagency, Xinhua. London evidently 
decided to go on suffering in silence, and 

China has accordingly gone on raising 

the stakes. : 

The current issue of the weekly Eng- 
lish-language edition of Hongkong's 
pro-Peking daily Ta Kung Pao repeated 

that it was a "matter of principle" that 
| China had to resume sovereignty "no 
lis later than July 1997" and added that the 
matter was “not negotiable.” Neverthe- 
less, it went on to claim flexibility in 
| China's "respect for reality" and re- 
|. quoted Hu as saying that the present 
talks are “confined to the ways of pre- 
serving Hongkong's prosperity and sta- 
bility and the gradual transition from 
now until the time of recovery." 
However, the only flexibility. this 
shows is Ta Kung Pao's ability to re- 












phrase Hu's words, because, according to 
those who reported him more accurately 


^. than Xinhua, he actually said that 
sovereignty would be resumed on — not 


“no later than" — July 1, 1997. Further- 


-d more, he evidently said that the talks 

:| with the British concerned the mainte- 

 nance of Hongkong's prosperity after 

1997: a vital phrase presumably deliber- 

ately omitted by both Xinhua and Ta 
Kung Pao. — 

e THE British and — more importantly 

— the people of Hongkong now have to 

decide why exactly both these reflections 

' of Peking's official line should deliber- 

ately go further than Hu himself. It is all 


rather reminiscent of 1967, when the | 


Cultural Revolution spilled over into a 
disinterested Hongkong community, 
and the local “fat cat" communists fell 
over- each other to prove themselves 
more radically Maoist than. chairman 
Mao Zedong himself. They have also 
begun to get the leftist trade unions to 
parrot the Peking line. This I think is 
asking for trouble, for they are inviting 
not only the rightist unions but the great 
| mass of the community to make it abun- 
.].. dantly clear that they regard the pros- 
. pect of Chinese sovereignty with 
foreboding and deeply suspect the ver- 
sion of self-government by Hongkong 
people now being peddled by pro- 
Peking organs. The voice of the over- 
whelming majority clearly made itself 

















"again — to Peking's infinitely greater 
embarrassment. It would seem, how- 
er, that the "responsible persons" in 


are proceeding with more tact 











heard in 1967 and could well be heard | 





and professionalism than some of their 
communist compatriots in Hongkong. 
Hu's actual words constitute a step for- 

| ward — a promise not to move to alter | 
Hongkong's status before 1997, leaving | 
open for negotiation the questions of 
post-1997 guarantees and of the British | 
role. 

When all is said and done, the glue 
that sticks Hongkong together in its pre- 
| sent unlikely status is money. As soon as 
| that adhesive melts away, Hongkong 
| would very quickly come apart — and 

Peking would be the loser, not London. 

e ON the other hand, while it is true 
| that Hongkong has had the good fortune 

to enjoy an almost entire absence of poli- 

tics, the level of political naivety here is 

rather high. Last week this Traveller re- 
| ceived a letter from the vice-chairman of 
| Hongkong's Liberty and Democracy 
| Party, Leung Chong-kit (party slogan: 
| "LDE:HK = Your Concern"). The let- 
ter read: | 








e IF Peking is indeed deliberately ap- 
pealing to any latent reservoir of anti- 
Chinese xenophobia in Hongkong, its 
campaign received support from an un- 
likely source recently. The Asian Wall 
Street Journal published an article giving 
tips on how to purchase Straits Chinese 
silver, explaining the difficulty of decid- 
ing how pure any piece of silver is: 





That's giving the gweilo the finger! 
e THE new system of transliterating 
Chinese, pinvin, has still not been mas- 
tered by the Chinese themselves. A | 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
: 
| 


| couple of friends travelling in China | 
came across some toilet soap — one at the | 
Yanxiang Hotel near Peking airport, the | 
other at the Huagang Hotel in Hang- 
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zhou. The soap in English wouk 
ed something like "Son of the West 
“Western Seed" (P4 f) — which in pi 
yin should read Xije. Unfortuna 


* 


there was a mistake in the romanisatio 


e THE Japanese have not complicated - 
their method of transliterating with any- - 
thing as sophisticated as pinyin, but they 
continue to suffer extraordinary difficul- 
ties. Don Maybin, who lives in the town 
of Shozu in Kanagawa prefecture, was 
attracted by a new honey cheese biscuit 
(“Tastes great." "Is light feeling!"). The 
name of the biscuit is RooCee — and is 
obviously meant to be the Japanese ver- 
sion of Lucy since the quaintly worded 
blurb on the package begins with a quote 


from the Beatles f RooCee 


song. intl | 
What the last - an iid 
phrase could mean, | he tee iy 


Kids of milk teeth — 


ond a of 
RIA a cen T 
eat her with easy 
Why ? Because she 
isn't a hard rice cra» 


of course OK for z 


heaven alone knows 
— and its meaning 
becomes even more 
obscure with the 
knowledge that in 
Japan, Adelance is 
the brand name for | a mancoyered 
a popular wig. | with ADILANCEI: 
e ANOTHER gaijin resident in 
Kanagawa, Larry Retzack, writes to re- 
call a hair-raising flight a friend of his 
took in Canada, back in the 1960s, on a - 
small propeller-driven aircraft flying be- 
tween Goose Bay and. Moncton, New. 
Brunswick. His friend became nervous 
as the aircraft met a thunderstorm and 
began bucketing about. The weather be- 
came worse and with mounting ap- 
prehension he asked the stewardess how _ 
long it would take before they arrived at- 
Moncton. The stewardess replied calmly. | 
— and with a completely straight face: “I 
don't know. We've never made it.” 
Retzack was reminded of this story 
when he read an item in the Yomiuri 
newspaper of July 19 reporting Cathay 
Pacific's new non-stop service from Lon- — 
don to Hongkong. The newspaper said 
that the new flight "offers the only day- 
light service with all the advantages of - 
some day arrival." 
e HAVE you heard, dear reader, of the 
new Chinese cookbook? It’s called. 
Twenty Ways to Wok Your Dog. 










LITERATURE 


Prize-winning memories 


Three En 





lish-based novelists of Asian origin write 


about their distant homelands — and earn rave reviews 


By Dick Wilson 


London: Our small world becomes tinier 
every year, as communications, trade and 
science force us to know one another bet- 
ter. The insular British, for their part, 
have usually considered their country, in 
Shakespeare's phrase, “a world by itself." 
Yet three young novelists of Asian origin 
living in Britain have recently carried off 
the country's best literary prizes. 

Commenting on recent trends in the 
British novel, Malcolm Brad- 
bury, himself a novelist and 
professor of literature, ob- 
serves in the current issue of 
Encounter: "Many of the new 
writers display the cos- 
mopolitanism of a highly var- 
iegated culture; indeed, a 
good number of them — Sal- 
man Rushdie, Kazuo Ishi- 
guro, Timothy Mo — are bi- 
ethnic in origin and literary 
influence." 

For one of these writers to 
be singled out in this way 
might be written down to ac- 
cident. But for three of them — each born 
in one of the three great Asian cultures, 
though brought to England as children to 
acquire British education and citizenship 
— to go on to show the English how to 
write their own language beautifully re- 
quires explanation. Their collective 
achievement is extraordinary. Rushdie 
won the Booker Prize two years ago for his 
epic novel Midnight’s Children, since 
when Mo has been awarded the Faber and 
Hawthornden prizes, and Ishiguro the 
Winifred Holtby. 

Rushdie, now 36, was born in Bombay 
on the eve of Indian independence, some- 
thing of which he made imaginative use in 
Midnight’s Children. His parents later 
went to Pakistan, while he came to Britain 
to be educated at Rugby and Cambridge. 
His prize-winning novel is a brilliantly 
crafted allegory of India, built upon a 
partly autobiographical life story. It was 
received rapturously, sounding, The New 
York Times suggested, “like a continent 
finding its voice." V. S. Pritchett said in 
the New Yorker: "India has produced a 
glittering novelist — one with startling im- 
aginative and intellectual resources, a 
master of perpetual story-telling.” An In- 











dian reviewer pinpointed Midnight's 
Children’s savage irony — “one of the 
most ferocious indictments of India’s 


evolution since independence.” 

From the distance of London, Rushdie 
can take an irreverent view of Indian af- 
fairs and the Indian leadership, inclüding 
Prime Minister Indira Gandhi. One of his 
sentences runs: "It has often been said 
that Mrs Gandhi's younger son Sanjay ac- 






cused his mother of being responsible, 
through her neglect, for her father's 
death; and that this gave him an unbreaka- 
ble hold over her, so that she became in- 
capable of denying him anything." It was 
this kind of passage that raised some eye- 
brows when Rushdie was invited by 
British Prime Minister Margaret Thatcher 
to a luncheon in honour of Mrs Gandhi on 
a visit to London. 
Again, a Pakistani 
*» general is credited in 
i Midnight's Children with 
the view, at the time of 
the 1971 war with India, 
that there was no need 
to worry about the fron- 
tiers of East Pakis- 
tan, because "those damn 
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blackies can look after themselves.' 

Yet these pieces of documentary reality 
are woven together with invented charac 
ters and incidents in an exuberant fabri 
that sums up India better than any othe: 
book. Now Rushdie has another novel ou 
on India and Pakistan, called Shame 
which he describes as even more politica 
than Midnight's Children. He would like 
to tackle next a novel about life in the 
country where he has lived for 22 years 
Having criticised older British writers ir 
the past, however, for not getting their In- 
dian dialogue right when writing about 
India, Rushdie is honest enough to admit 
being inhibited about native English 
dialogue. 

Rushdie lives in a tall terraced house in 
north London with his English wife anc 
two children. A quiet, serious man, he is 
refreshingly democratic in his attitudes to 
people. Asked to describe himself, he re- 
plies: “I feel like an Indian writer who 
lives in England, or one who is sprawle 
across three countries, feeling at hond 
here in England as well as in India an 
Pakistan.” 

Yet he alone of the three Asian prize 
winners is beginning to feel repelled by 
certain developments in British society. 
“Culturally, I feel more 
EG [E alien than I would have 
_ [e thought possible when I 
' first. arrived over 20 


years ago. I simply 
don't like the face 
which the British put on 


display.” He means the 
continuing racial ten- 
sions, and also the 
rightward trend in Brit- 
ish politics. But with 
a part-English family, 
he believes he will sol- 
dier on in London, 

The next senior in 
this Asian trio, Mo, isa 
very different charac- 
ter. Born in Hongkon, 
of a Cantonese father 
and English mother, 
Mo, now 32, has lived 
in England since the 
age of 10. Unlike Rushdie, he feels virtu- 
ally no identity with his Asian origin. Mo 
feels that Chinese society in Hongkong is 
"just incapable of sustaining those West- 
ern values — freedom of the individual and 
all the rest of it — which I admire. There's 
no tradition of moral individual courage in 
Chinese culture." 

Again, Chinese culture is "very 
hidebound," and so static that *on the 
whole it can't respond to stimulus and 
challenge from outside." Mo has forgot- 
ten whatever Cantonese he knew as a 
young child and says he has no wish to re- 
learn it: "There's nothing in the culture 
worth expending that much energy for." 

Yet he does not feel alienated on his 
visits to Hongkong, where his grandfather 
first arrived many decades ago to make , 
coffins. Mo's vivid memories of his decade 
of childhood there remain strong and 
warm. It is true that when he is in London, 
he does not like the idea of Hongkols, but 
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j s ap- 
parent Ede He hr alone i in aroom, 
s few friends and professes an indiffer- 
ence to criticism. Surprisingly, he is a box- 
ing enthusiast, and earns a small, steady 
income by reporting for Boxing News. 
Yet Mo has produced two gently satiri- 
cal, almost comic portraits of Chinese 
-family life in Hongkong and England re- 
spectively, in The Monkey King and Sour 
Sweet. In Sour Sweet Mo shows what are 
usually thought to be the good features of 
"Chinese social life as being organically 
linked with the bad. The loyalty and 
mutual help which are admired within the 
family become unacceptable loyalty and 
mutual support within the triads, or secret 
societies. | 





L aving shown that he can write exquisite- . 









about Chinese life in Hongkong, and 





y in England, it is natural that his 





If. All that he will say about his theme 
hat it concerns the selfishness of the 
ive temperament. It sounds as if he 
is, for all his protestations of contempt for 
Chinese culture, very interested in the yin 
-and yang of the human condition. — 
Ishiguro i is, at 28, the youngest of this fa- 
“his A Pale View of Hills will have g guessed, 
he was brought to England at the age of 
five when his father was appointed as a 
«artographer to the British Government. 
He feels more British than the other two, 





despite having been educated largely in in- 


‘stitutions where he was the only ethnically 
: erson. * eel foreign," he tries 
‘to explain. hl eel peculiar in the British 





‘context, and I am not typically British. 


And yet I don't feel Japanese either. 

a | suppose g belong i in England, but I 
ve no patriotic feeling for Britain. Ac- 
ally I have never felt part of any ethnic 
community." Ishiguro adds: “I totally sup- 
pressed the fact that I was different. I re- 
sisted finding out about Japan, because I 
wanted to pretend I was English." And so 
he is the most Anglicised of the three 
Asian writers. 

A striking indicator of his feelings is that 
Ishiguro has still not gone back to Japan, 
which he left as a child almost a quarter of 
a century ago. "I always fear going back 
there if I am ever to write about Japan 
again." The image he has formed of Japan 
through the eyes of childhood is so bright 
that-he fears the anti-climax of actually re- 
visiting those places and circles. He might 
be left with his childhood image broken 
and no adequate adult image to substitute. 
Unlike Mo, however, Ishiguro acknow- 
ledges a sentimental attachment to his 
country of origin. “I feel an irrational 
pride when I read nice things about Japan, 
an E get quite upset about the nasty 
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nt. by elatives who come from. 


in about the experiences of a Chinese - 


th d novelis going to be about English. life. 


‘mous trio. Born in Nagasaki, as readers of | 


emotional gap is bridged to - 
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so wholly Anglicised, so completely low- 
key that one has difficulty matching.the 
Western gestures to the Eastern features. 

A Pale View Of Hills appears at first 
sight to be characteristically Japanese, 
with its delicate understatement, its frag- 
mentation of the narrative, its respect for 
the omissions and gaps that should be left 
| in the picture. But this is no prettified con- 

tribution to English literature. The sub- 
stance of the book is strong and emotion- 
ally intense. 

For all the delicacy and elusiveness of 
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tage of the. 


he added. 


keted worldwide, he said. 


stated. 


nised asa Japanese. And vet his manner is | 
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Singer pursuing program of joining 
with local partners to enhance the. 
growth of its Far East businesses. 


Company, which has long marketed sewing - 

machines and other consumer durable products in the Far | 
- East, has undertaken a program to enhance its growth and 
E strengthen its commitments in key markets of the region. 


According to Mr. Joseph B. Flavin, Chairman, and Mr. William | 
F. Schmied, President, Singer is seeking local partners for its 
operations throughout the Far East. Representatives of the 
company are conducting meetings in the area for that purpose. 


“The increased local participation in our businesses as we add - 
partners will provide new expertise in areas complementary to. 
our existing operations. This will enable Singer to take advan- | 
2 long: term economic opportunities in the Far East," — 
Mr. Flavin said. "We have stressed this to our management and Ti 

wish all of our employees and business associates to be j aware 

of our program and its objectives." | 


He pointed out that the Far East's economy has palone well — 

during the worldwide recession and that the outlook is for 
strong growth as the business environment recovers. Singer - 
thus is positioning its businesses to capitalize on that potential, 


Mr. Schmied noted that Singer currently is making a major - 
financial investment in the Far East to develop a new generation - 
of home sewing machines that will be manufactured in the © 
region. The machines, which will be introduced next year, will 
cover from the top to the bottom of the line and will be mar- 


“We will, at the same time, join with local partners as part of an. 
overall program to enlarge our current operations in the Far * 
East, and to expand into related activities that can benefit from . 
the strength of our prora Singer organizations," Mr. Schmied E 
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sense of contradiction over the 








issue, one which a non-Japane 
hardly attempt, is “explored wi 
fictional delicacy,” according to Bradb 
in Encounter. 

Ishiguro's second novel will. -also 
about Japan, but at the same time t 
working.on a TV film script. whi 
purely English in subject matter, “Dh 
started to develop an interest," he ex 
plains disarmingly, “in English culture.” 

So all three of these gifted Asiar 
novelists are beginning to tread the bridge 



















































































































ng mainstream. English novels, de- 
oying English novelistic technique." 

The next step will presumably be the 
emergence of creative writers who are 
totally Asian ethnically and totally British 
culturally, not even retaining that crucial 
magical. ingredient. of Asian childhood 
v hich has stood Rushdie, Ishiguro and 
öin such good stead. 

. In future we will be reading more and 
more of writers like Hanif Qureshi, a very 
sharp young playwright from Britain's 
_ Asian community who speaks no Urdu at 
:all and was therefore somewhat incom- 
moded on his first visit to Pakistan re- 
cently. Such writers will be fully engrossed 
in the problems of British society, and 
uite lacking in automatic sympathy for 
ose of other countries. 

For all their insular reputation, 
British are evidently warming to alien 
faces. It is commonplace to find Asian 
ylines in the media, Asian reporters and 
senters on radio and TV. An Indian 
ctive, the famous Inspector Ghote 
ated by novelist H. R. F. Keating, has 
de his debut on the English TV screen, 
t as David Yip's Chinese Detective be- 
. à re-run. Since viewers always iden- 





portant in altering British attitudes. 

ps Rushdie himself put the matter 
t succinctly when he was on the South 
lecture circuit earlier this year for 
British Council. Speaking on new 
nds i in English literature, he would usu- 
y mention Mo and Ishiguro to make the 
int that it is no longer a merely English 


hich Britain plays host. | 
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GUIDED INDEPENDENT STUDY PROGRAM. 


Bachelor Master Doctorate 


Business Administration * Engineering 
Public Administration ¢ Education 


Earn a bachelor, master or doctoral degree. Use your 
past experience as credit toward your degree. These 
specialized degree programs are designed for active 
professional administrators and managers who want 
to enhance their career through our GUIDED INDE- 
PENDENT STUDY PROGRAMS (GISP). College 
credit for work experience. Studies build upon ex- 
perience related to your career. Studies are self- 
paced, open time schedule, no classes, seminars or 
resideney. —— faculty advisors. | 

J Aet now to advance your career. 
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pare parts to 


ppiy s$ 
India's nuclear plants maces mounting opposition i in congress 


By Robert Manning 


Washington: In the latest hapten) in the 
continuing saga of Tarapur, India’s Unit- 
ed States-built nuclear power station, 
growing opposition in the US Congress to 
President Ronald Reagan's decision to 
help India obtain vital spare parts casts 
doubts on the administration's pledge to 
New Delhi and could undo recent pro- 
gress in US-India relations. 

In response to an Indian request for 
spare parts for its two reactors at Tarapur, 
which have developed serious radiation 
leaks, US Secretary. of. State- George 
Shultz, while in New Delhi on June 30, 
promised India that the US “is prepared to 


take the necessary actions to supply those | 
parts which. are. available from else- 


where.” The US has been encouraging 


West Germany and Italy to supply parts — 


for the 1960s-vintage reactors at Tarapur, 


but some of the parts may have to be ob- 


tained from the US. 
The announcement by Shultz surprised 
officials even in his own department and in 


the US Nuclear Regulatory Commission | 


(NRC). The move appeared to be essen- 


tially diplomatic — intended to remove an 
irritant in US-India relations. It is con- 
troversial because India has refused to ac- 
cept international safeguards on some of | 
its nuclear facilities and because of a con- " 


tinuing dispute over the interpretation of 
the terms of a bilateral nuclear agreement 
which expires in 1993, Since May 1980 
there have been six Appuenuons forthe ex- 


* SEND RESUME FOR 
NO COST EVALUATION | 


| erate and conservative Republicans.’ 


port licences required to sell reactor parts 
to India by General Electric, which built 
the Tarapur plants, and four other US 
firms. All have been in a state of sus- 
pended animation because they lacked an 
executive branch recommendation re- 
quired by law before the exports could be 
approved. 

The Shultz announcement triggered an 
immediate reaction on Capitol Hill, as 
some 50 congressmen sent a letter to the 
White House declaring their opposition to 
the move and pledging to block any equip- 
ment exports to India. Since July, opposiz, 
tion in both houses of congress has cor 
tinued to mount, and State Departmen 
officials concede they have underesti- 
mated its strength. — 

The first shot fired was a letter sent in 
late July to Reagan by eight US senators 
— primarily moderate Republicans, in- 
cluding key legislators such as Robert 
Dole and John Danforth — expressing 
concern not only over the proposed supply 
of spare parts for Tarapur but also oppos- 
ing negotiations with China for a bilateral 
nuclear cooperation agreement. “Such an 
agreement, we believe, would have seri- 
ous diplomatic and national security im- 
plications,” the letter said of the talks with 
China. | 

More recently, a full-blown campaign 






focused on Tarapur has emerged. On Au- 


gust 4, a resolution was introduced in both 
the US Senate and the House of Repre- 
sentatives calling on the government not 
to export or help arrange for other coun- 
tries to export nuclear components to. 
India unless India provides stronger nu . 
clear non-proliferation guarantees to the - 
US. Such guarantees, the resolution 
states, should include "reliable assurances 
by the Government of India that it is not 
engaged in a programme to develop nu- 
clear weapons and will not explode addi- 
tional nuclear devices." It also suggested 
that India "extend the safeguards provi- 
sions in the US~Indian nuclear coopera- 
tion agreement in perpetuity.” 

While the joint resolution would be 
non-binding and advisory, broad support 
on both sides of congress, as one senate 
aide says, “gives the White House a warn- 
ing that this is not just the usual non-pro- 
liferation crowd — we've got lots of mod- 
"The 
senate resolution was introduced by a 
Republican senator, Rudy Boiss, 
and a leading Democratic presidential 





| candidate, Sen. John Glenn, but was | 
— by six other — m | 
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September. 

Barely a week after Shultz made his 
pledge in New Delhi, Homi Sethna, chair- 
man of India's Atomic Energy Commis- 
sion, said in an interview that India may 
have to start reprocessing spent nuclear 
fuel into plutonium by the end of the year. 
Sethna explained that this may be neces- 
sary because the Tarapur sc 
plant is short of storage 
space and the plant needs to 
be decontaminated. 

Plutonium extracted from 
spent fuel can be used either 
as nuclear fuel or to manu- 

facture weapons, though 

thna said India would 
only use the fuel to power 
Tarapur's two reactors. But 
aside from adding to India's 
nuclear capability, repro- 
cessing would trigger 
another US-India nuclear 
dispute: the 1963 bilateral 
nuclear accord allows for 
joint determination of whether nuclear 
material will be reprocessed; US and In- 
dian interpretations of the agreement 
differ. 

Moreover, though the State Depart- 
ment has cited health and safety concerns 
in its decision to aid India, a letter from 
Glenn to Reagan disputes the administra- 
tion's contention that even after India re- 
ceived the spare parts, the Tarapur reac- 
tors would be safe. In his letter Glenn 
claimed: *Nuclear experts in your adminis- 
tration have told my staff that the Tarapur 
reactors are, from the standpoint of safety 
...much worse than the worst operating 
plants in the US. . . I have been told that if 
these reactors had been operating in the 
US, the NRC would have closed them 
down years ago." 


Gi advisers say a White House 

reply did not dispute these facts. When 
asked about the letter, a State Depart- 
ment official asserted: “Their reactors are 
not at Three Mile Island [site of a US nu- 
clear accident in 1979], they are in 
Tarapur and supply a lot of power for 
India. They have a different set of stand- 
ards.” 

Congressional sources suggest Reagan 
is more concerned with improving rela- 
tions with India than strengthening the 
non-proliferation policy. “If India can't 
get the spare parts without our help," à 
senate aide said in an interview, "then 
what better occasion to use our leverage to 
clarify disagreements on our nuclear ac- 
cord? If we squander leverage, as we often 

- have done, then the message to the In- 
dians is, "we're not really serious about 
proliferation'." 
_Agpther congressional source was more 
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blunt: “The directive 
came out of Shultz’ 
office — we've got to 
get the Indians out of 
the Soviet camp. 
That's what this thing 
is really about." Bos- 
chwitz expressed a 
similar view, telling 
the REVIEW: “Short- 
term bilateral consid- 
erations are overrid- 
ing our long-term non-proliferation goal.” 

While passage of a resolution would be 
a clear vote of no confidence, it is not clear 
that congress has the wherewithal to block 
Reagan if he uses executive authority. 
Reagan can use his presidential waiver to 
get around non-proliferation legislation. 
This was done by former president Jimmy 
Carter in 1980 — again with regard to 
Tarapur. And if the NRC recommends 
against granting an export licence for the 
parts, Reagan has the authority to over- 
rule the commission. 

Last year, the administration arranged 
for France to supply India with nuclear 
fuel to skirt legal constraints, and it is now 
encouraging the Europeans to provide 
spare parts. Both West Germany and Italy 
have similar reactors supplied by the US 
which have been closed down. The spare 
parts could be cannibalised from those 
reactors or provided by General Electric 
subsidiaries in Europe. The president can 
approve third-country transfers of US- 
supplied nuclear components without sup- 
port from congress. 

Earlier, the administration had quietly 
sounded out some in congress on the idea 
of loosening export controls on “safety-re- 
lated” components. But one NRC com- 
missoner, Victor Gilinsky, said in an inter- 
view: “Practically everything in a reactor 
is safety-related.” There is little chance of 
getting congress to approve such a move. 
Another possibility is to export the parts 
to a country such as France, and then have 
them re-exported to India. Indian dip- 
lomatic sources suggest that they have 
been engaged in extensive discussions 
with the Europeans on spare parts. 

Another snag for the administration is 
that in order to implement a legislative 
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classified information regarding India’s — 
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Rajasthan test site (RviEW, July 7), where 


India detonated what it called a peaceful 
nuclear device in 1974. Legislation re- 


quires the US to cut off nuclear exports io 


- 


nations which the president finds are “en- — 


gaged in activities involving source equip- ^ 


ment relating to manufacture or acquisi- — 
tion of nuclear devices or special nuclear ~ 


material and having direct significance for 
the manufacture or acquisition of nuclear 
devices." 

Reliable sources report that India has in 
recent years sunk additional shafts at the 
Rajasthan site. Most analysts doubt that 
New Delhi is preparing à second under- 
ground test, but this has not assuaged 
fears in congress. State Department offi- 
cials are tight-lipped on what mechanism 


the administration will use to skirt legisla- 


tion to get parts to India, but one said: 
“We'll likely try to colour the final deci- 
sion in a way to defuse the issue." 

In the event of an all-out confrontation 
in Washington, it is not clear what cards 
congress has to play. A landmark US Sup- 


reme Court decision in June appears to — 


take the congressional veto away and put 
ultimate authority back in the White 
House. In the past congress could have 


overridden a veto by a two-thirds vote in 


both houses within 60 days. Now it ap- 


pears that congress lacks any veto of its — 
own. Another possibility is that congress — 


could pass a new law prohibiting the ex- 
ports to India. But again, Reagan could 





a 4 


veto it, and Capitol Hill's ability to over- 


ride it is in doubt, 
The Tarapur affair, which has been 
Washington's most controversial nuclear 


export case, may test the supreme court - 


decision. It is highly unlikely that India 
will alter its position on the bilateral nu- 
clear agreement. The key areas of disag- 
reement are over reprocessing rights and 
on the application of safeguards "in per- 
petuity" after the agreement expires in 
1993. Nonetheless, analysts here say it is 
likely that the administration will win the 
battle with congress, probably by the end 


of September, though it may do so at a | 


high political price. 
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lease don't laugh. | The latest — non- 
religious — project of the self-ap- 
pointed apostle-founder of the Unifica- 
tion Church, the Rev. Sun Mvung 
Moon, is to help dig a tunnel linking 
South Korea and Japan. It will, of 


. course, have no connection with the sec- 


ret tunnels that North Korea likes to dig 
under the demilitarised zone, and will 
naturally be essentially peaceful — 
though North Korea's disguised gun- 
boats would almost certainly try to blow 
it up if it ever got under way. 

The South Korean and Japanese gov- 
ernments have just learned unofficially 
that Moon's International Cultural 
Foundation wants to leap ahead of the 
dragging Anglo-French idea of a “Chun- 
nel” — a tunnel under the English Chan- 
nel — by building the underwater high- 
way. Neither government has yet made 
any comment. 

The tunnel would run from Yobiko 
township in Japan's Saga prefecture to 
Pusan in South Korea via Iki and 
Tsushima islands. Stretch- 
ing 230 kms, it would be the =a 


> 


longest undersea tunnel in ^ bi 


the world. Moon has establish- 
ed a "research society" for the 
project, presided over by Yasuo ` 
Sassa, professor of geology at 
Hokkaido University. According to 
a report in the Japanese newspaper 
Shukan Bunshun, the society has 
already begun acoustic soundings of 
the seabed around Tsushima island, 
the scene of the decisive naval battle 
in the Russo-Japanese War of 1904-05. 
Sassa ts treating the idea seriously. He 


` 
E 


. FOREIGN RELATIONS/US-ASEAN 


reckons the tunnel is "technically feasi- 
ble" and that construction will be guided 
by completion of the tunnel between 
Japan's Honshu and Hokkaido islands 
— though that is only a quarter the 
length of the Yobiko-Pusan daydream. 
"When our plan is realised," he said, 
"the dream of an East Asian community 
embracing Japan, North and South 
Korea and China will come true." 

The secretary-general of the research 
society, Yoshiteru Hara (another Japan- 
ese), looks even further ahead: "The 
tunnel will be the first part of an interna- 
tional highway that eventually would 
link the whole world. Hatred among na- 





Search for substance 


. TheFive plan to ask Reagan for military aid in Cambodia, 
. but Washington is reluctant to get involved 


By Rodney Tasker 


* Bangkok: The Asean members are 
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‘Strongly urging the United States to sup- 
. ply arms to the two non-communist fac- 
tions of the Cambodian resistance coali- 
tion. This will be one of the main issues on 
B which Asean foreign ministers will expect 


i a reply from US President Ronald Reagan 


- when he visits Indonesia in early 


E November. 


p 


The Five have already put their request 
to the Reagan administration through var- 
ious channels. In common with Japan and 
some West European countries, the US 
has so far limited supplies to the two non- 
communist factions of the Coalition Gov- 
ernment of Democratic Kampuchea to 


. humanitarian aid. It refuses any dealings 
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with the third faction, the communist 
Khmer Rouge, because of its brutal treat- 
ment of Cambodians while it held power 
from 1975 until its ouster by Vietnamese 
troops in December 1978. 

The move to press the US to supply 
arms to the Cambodian resistance is appa- 
rently being led by Thailand and Singa- 
pore. While some Asean members, par- 
ticularly Indonesia and Malaysia, may be 
less enthusiastic about the drive, there is a 
general feeling among the Five that the 
US is not active enough in its support for 
Asean’s insistence that the Vietnamese 
withdraw their 160-180,000 troops from 
Cambodia and allow Cambodians to 
choose their own government. Asean is 


tions will disappear if people will offer 
their blood and sweat to dig this tunnel." 

Of course, more than blood, sweat 
and tears is involved. The estimated cost 
of the tunnel is ¥3-4 trillion (US$12-16 
billion), about a tenth of Japan's 1983 na- 
tional budget. “The Rev. Moon is pre- 
pared to contribute his entire fortune 
should the project help to promote 
world peace," said Hara piously. 

Unfortunately, the tunnel revelation 
broke a couple of weeks after a reunion in 
Washington on July 23 of surviving cor- 
respondents who had covered the 1950-53 
Korean War. My Tokyo columnist-ad- 
viser, Bob Horiguchi, who sent me the 
report about the tunnel, was also present 
at the Washington reunion and airmail- 
ed me the list of more than 100 corres- 
pondents — so many old mates! — who f 
attended with their wives and friends. 

The tunnel notion would certainly 
have sparked disputation at the banquet, 
where many former barefoot reporters 
would have remembered those dull, 
crowded flights between Tokyo and 
Pusan as the North Koreans pushed 
south past Seoul. Horiguchi records: “It 
was like a homecoming of the Korean 
War crowd — the difference being that 
we had all developed paunches and lost 
our hair. Surprisingly, there were no 
drunks.” (In view of that, maybe it's a 
good thing that I wasn't able to get 
there.) 

As always, my prediction is that the 
proud state of Korea will eventually re- 
store its non-communist unity. There is 
always a light at the end of the Korean 
tunnel. 


also unhappy that the only significant mili- 
tary supplier for the coalition is a com 
munist power, China. 

While Peking publicly stresses that it 
sends military supplies to all three coali- 
tion members, the Khmer Rouge — with 
more than 20,000 troops, the most militar- 
ily powerful faction — is given all the arms 
and supplies it needs while the other two 
groups are basically limited to small arms 
and ammunition. The Five would like to 
see a diversification of military supplies 
and, fully aware of the near-universal dis- 
like for the Khmer Rouge, hope to bolster 
the military punch of the non-communist 
factions: the 7,000-plus guerillas of former 
Cambodian prime minister Son Sann's 
Khmer People’s National Liberation 
Front, and the much smaller army loyal to 
Prince Norodom Sihanouk. 

Washington has been nervous about the 
prospect of being seen as once again hav- 
ing a military stake in Indochina. It also 
has more pressing military priorities else- q 
where, such as in Central America, North ` 
Africa and the Middle East. So it is an’ 
open question as to how Reagan will react 
to the Asean appeal. | 














shipping company ` 
started out — 

98 years ago with ` 
58 ships and today . 
runs over 280? | 








Reagan: a symbolic gesture. 


The US views Reagan's visit to In- 
donesia, where he will meet all five Asean 
foreign ministers, and to the Philippines 
and Thailand as mainly a symbolic gesture 
to demonstrate Washington's unwavering 

pport for Asean. When US Secretary of 

tate George Shultz attended the annual 
Asean foreign ministers’ meeting in 
Bangkok in June, he asked which Asean 
country Reagan should visit. The unanim- 
ous reply was Indonesia, because it is the 
current chairman of the Asean standing 
committee. 












198 G/T 
SS Yamashiro Maru Gross Tom 


Maru Gross Tonnage 2 5286 
Lengih 91m £&readth 11 4m 
Senace Speed. Bknots 


Ide: 
524312G/T — 


ne 


$& S. HMakusan Maru Gross Tonnage 10 iB GT 
Length 150 88m Breadih 1839m 
Senace Speet | 4knots 


eagan's Asean trip is brief enough: one 
day in each of the three scheduled 
Asean capitals before moving on to South 
Korea and Japan. So the Five would like 
something more concrete to emerge than 
mere words of support from the US presi- 
dent. The subsequent inclusion of Manila 
and Bangkok in Reagan’s itinerary was a 
reflection of purely bilateral concerns — 
Philippine President Ferdinand Marcos 
will use Reagan’s visit as a further en- 
dorsement of his regime, following his 
own highly successful visit to the US last 
year; the Thais, facing Vietnamese troops 
on their border with Cambodia, want to 
hore up Washington’s security commit- 
ent under the 1954 Manila Pact mutual- 
security treaty. 

Shultz said in Bangkok that Reagan 
would like to meet all five Asean heads of 
government in Jakarta. That was turned 
down by Asean officials mainly because it 
would require the five heads to have their 
own meeting at the same time, and there is 
currently no pressing issue to warrant such 
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Since NYK's founding in 1885 remarkable 
changes have taken place in merchant ^ 
shipping. Except for a few notable excep- 
tions, the days of sail and paddle steam- 
ers are over. Even in those early days E 
though, NYK's founders saw the need for d 
speed and efficiency in carrying cargoes 


to every corner of the world. Today, with < 
N 284 ships over 280 vessels flying its flag, NYK still 
\ 7,099,656 G/T provides these essential services, witha — — 


modern fleet that is constantly being up- a 
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a summit. It would also have suggested E Ra graded to meet the most demanding 
that the Five were marching to a US tune Service Spasa. 2329 not customers. ^ 
— à move that would have given Vietnam E 
ample propaganda to use in the Southeast 
Asian situation. be | 

Consequently, by the end of the Asean ——— — Charting a course for tomorrow as well as today. 


foreign ministers’ meeting with Shultz it 
was agreed that only the foreign ministers 
would greet Reagan in Jakarta. Although 
this is less than an Asean summit, there 
are still some in official Asean circles who 
view the meeting as a diplomatic forelock- 
* touching exercise by the Five to the US 

president. This is one reason Asean offi- 
- cials want to be seen asking for something 
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A new city arises from a scene of devastation 
— and helps to wipe out bad political memories 


By David Bonavia 

Tangshan: The most modern city in 
China now stands where seven years ago 
there was one of the most appalling scenes 
of devastation the world has known. The 
earthquake which struck Tangshan in the 
small hours of the morning of July 28, 
1976, left it looking like Hiroshima after 
the bomb. Now it stands for the leader- 
ship's vision of China in the future. Barely 
a single building more than seven years 
old is left within a radius of some 30 miles. 
Even in the rural areas, all the houses are 
new, some tastefully decorated with tradi- 
tional  wall-paintings and colourful 
ceramic tiles. 

The biggest cement factory in China, 
bought from Japan, will soon be aiding the 
final reconstruction effort. The city's 
population now exceeds the 1976 level, 
due to an influx of workers for the building 
sprec. Some of the city's big industries, 
however, have been relocated 15 miles 
outside the city, with their own residential 
estates. The new Tangshan consists 
mainly of five-storey apartment buildings, 
already housing nearly 900,000 people. 
An additional 300,000 are living in tem- 
porary brick-and-stone courtyard build- 
ings, but expect to be rehoused within the 
next couple of years. 

Hospitals, à porcelain factory, schools 
and kindergartens all have spanking new 
premises with a spaciousness not common 
in Chinese cities. Spacing the buildings 
out makes it easier to evacuate people and 
operate emergency services in case of 
another quake. New buildings, officials 
say, are all designed to withstand a Force 
8 earthquake on the scale used by the 
Chinese. The 1976 event was Force 11, 
and nothing can withstand that. The huge 
ferro-concrete structures of the former 
rolling-stock plant have been left as a 
memorial in the tangled piles where they 
fell. 

One of the fault-lines was 8 kms long, 
and in the grounds of a former middle 
school one can see trees pushed more than 
1 m. out of alignment but still growing. 
Concrete blocks containing measuring 
instruments now keep a necessary vigil 
to listen in to seismic movements along 
the fault. Apart from the incredible 
loss and suffering, the Tangshan earth- 
quake was a political event of some impor- 
tance. 

It occurred at a time of immense politi- 
cal stress, and for the common people of 
China it was a clear sign that then chair- 
man Mao Zedong's life was nearing its 
end. He died on September 9 of the same 
year. Such superstitions regarding natural 
portents are still widespread, especially 
among the peasants. And there had re- 
cently been a shower of meteorites in Jilin 


province — another well-known augury of 
disaster. 

In addition, the leftist leadership in 
power during Mao's last months had been 
making self-congratulatory propaganda 
about some minor successes scored in 
mass observation techniques as a means of 
predicting earthquakes. Tangshan made 
them look foolish, for it was portended by 
nothing moré than an intense heatwave 
and certain signs of neurosis among chick- 
ens. Rises in the water table were put 
down to recent rains. No warnings were is- 
sued. The people went to bed, many of 
them never to get up. 

Casualty figures list 242,000 dead in the 
entire region of the earthquake, which 
caused damage and casualties as far afield 





as Peking, some 145 kms away. In 
Tangshan there were 148,000 killed and 
81,000 seriously injured. These figures fall 
short of the estimate of 500,000 casualties 
widely accepted up to now. Figures are 
scant, and even foreign seismologists visit- 
ing China were refused access to 
Tangshan during the years of reconstruc- 
tion. The first foreign journalists were ad- 
mitted in mid-August this year. 


A why China had refused interna- 
tional offers of aid after the quake, a 
local official said: “In my opinion it should 
have been accepted." But Mao was still 
alive, and “self-reliance” was the watch- 
word. About 10,000 people were evacuat- 
ed for medical treatment in Peking, whose 
own hospitals were busy enough. What 
was done with the dead is not disclosed — 
most likely they were incinerated in 
heaps. The authorities say there were no 
epidemics, even though it was July and the 
northern Chinese summer was at its 
height. 

For seven years the whole area was 
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more than 100,000 of whom poured in t 
replace the dead and have now settled i 
the new city. Mao's wife Jiang Oing trie 
to make the rescue operation redound t 
the credit of herself, her associates in th 
Gang of Four and the political line the 
were pushing. 

A booklet published shortly after th 
quake said political activists in Tangsha 
decided early on that criticism of the the 
disgraced Deng Xiaoping must take prior 
ity over food and shelter. Three leftists ac 
tually commandeered an ambulance an 
drove helter-skelter to Peking to "repor 
to Chairman Mao and the central commit 
tee" — who had already been informed b 
radio about the disaster, and felt the shoc 
themselves. Such behaviour by the leftist 
must have helped convince senior militar 
commanders and politburo members tha 
whatever their own political orientation 
they could not possibly let Jiang and he 
friends take over the leadership from th 
dying Mao. 

This was not the first time Tangshan hai 
been a political trouble-spot. It grew uy 
mainly over the past century with thi 
exploitation of coal a 
the Kailuan mine: 
nearby, a British 
backed enterprise 
which had the firs 
railway track in China 
The Ming dynasty 
porcelain plant a 
Tangshan was en 
larged and convertec 
to make vulgarly de- 
signed export ware 
The textile, rolling 
stock and steel indus- 
tries were developed. 
By 1975 the city was 
an ugly, overcrowded 
and heavily polluted 
industrial centre. In 
the early stages of the 
Cultural Revolutio 
a serious factional conflict occurred, re- 
sulting — it was stated at the trial of the 
Gang of Four in 1980 — in the deaths of 
nearly 3,000 people and the public humili- 
ation of the local leadership. 

Since 1976, the people of Tangshan 
have had more important things to worry 
about than factional politics. The leading 
municipal officials appear to be serious 
and practical people with the best interests 
of the new city at heart. What they have 
built is the Chinese vision of the early 21st 
century. The vision is not inspiring as a 
concept in city planning for an advanced 
country. There are still problems with gas 
and water supply. 

The smart-looking new apartment 
blocks will soon be stained and run-down, 
with broken windows for which replace- 
ment glass cannot be obtained. The gar- 
den areas are unkempt. Plaster is alread 
peeling off the walls in the hospital wards! 
Air pollution is serious. Nonetheless, if 
nature leaves it alone, Tangshan shows a 
picture of a socialist future which could, to 
some extent, work. : 
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A growing 
international yen 
for the ¥en 


By Nobumitsu Kagami in Tokyo 


"It is much easier to remain a key currency than to become one 
and it is even quite difficult to stop being one.” 
— Fred Bergsten: The Dilemmas of the Dollar. 






the persistent strength of the US dollar, or its failure 
to weaken this year against the background of a substan- 
tial deterioration in the United States current account. It is in- 
deed one of the prerogatives of a key-currency country to re- 
ceive a significant amount of foreign money and thereby to be 
able to finance its external deficits and domestic undersaving. 
Without deficits in the current balance of the key-currency coun- 
try the entire international monetary system might even become 
unstable. 

All that is needed is a firm resolve on the part of the key-cur- 
rency country to maintain international confidence in the under- 
lying soundness and stability of its currency and economy. Once 
this condition is met, reflow of capital to finance its current ex- 
ternal deficits becomes automatic. Although the expected size 
of the current-account deficit in the US looks enormous in abso- 
lute terms, from the systemic point of view it is certainly manag- 


N is more relevant than this simple fact in explaining 


m Kagami is director, Jardine Fleming Investment Services Ltd, Tokyo. 
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able, representing just 1% of total world current transactions. 
The same can be said about seemingly huge surpluses expected 
for Japan's current account this year and next. 

It is indeed in the nature of a key currency for it to be over- 
valued, but the resultant loss of competitiveness in merchandise 
trade will eventually undermine the industrial base of the key- 
currency country. A gap will emerge and widen between its con- 
tinuing dominance in the financial world and declining industrial 
competitiveness until it reaches a point where the systemic sta- 
bility becomes seriously endangered, but this will initially en- 
hance the attractiveness of the key currency because of the 
haven-of-safety considerations. As a result, dominance of the 
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US dollar will persist “since history amply demonstrates tradi- 
tion and inertia bear heavily on monetary practices" (Bergsten 
again) and, in its process, the dollar overhang will again be built 
up. Since it is difficult to fine-tune confidence, things can change 
only in an explosive manner. 

So long as confidence is maintained in the present key cur- 
rency, the US dollar, it is inevitable that pressures fall heavily on 
the second international currency in line, namely the 
Deutschemark, and this seems to explain its relative weakness 
against other competing currencies. Although the weakness of 
the Deutschemark has dragged the yen down with it (a recent 
study by Mitsubishi Bank has found that yen:dollar exchange 
rates can better be explained when the movement of 
Deutschemark:dollar ex- 
change rates is taken into 
account), the cross- 
rate between the 
Deutschemark and the 
yen has moved substan- 
tially in favour of the yen 
reaching *92:DMI re- 
cently. Although the yen 
has historically never bro- 
ken the ¥90 level against 

he Deutschemark since 
E mid-1960s, there is a 
good chance that, in the 
next few years, this long-standing resistance level will be 
broken as the yen gradually takes over the 
Deutschemark as the second international key currency; 
in a competition between non-dollar currencies, 
economic fundamentals appear to be far more relevant 
than is the case with competition with the US dollar and 
they are likely to be more favourable for Japan than for 
West Germany. Here, this writer is not simply looking at 
Japan alone but also at the brighter prospects for the en- 
tire region of the Pacific Basin than for Western Europe. 
In this respect, it is perhaps worth remembering that the 
rise of the Deutschemark to second key-currency status 
during the 1960s was accompanied by a strong economic 
revival of Western Europe. 

The continuing strength of the US dollar clearly has 
the systemic support of the present international mone- 
tary system and the emergence of US current-account 
deficits will only have the effect of stabilising the system rather 
than weakening the US dollar for the time being. To be sure, 
there will be corrections to overshootings and undershootings of 
individual currencies but the overall tone of the foreign ex- 
change (FX) markets throughout the world will be one of rea- 
sonable stability for the US dollar. At the same time, relatively 
high US interest rates will persist and the rest of the world will 
have no choice but simply to adjust and learn to live with them. 

Against this medium-term background, only a modest and 
gradual appreciation of the yen against the US dollar — 10-15% 
at most from recent levels — is expected over the next two years. 
Surpluses expected in 
Japan's current account 


— USS$22 billion and 
ON OTHER PAGES | ussio billion respec- 
tively for 1983 and 1984 
— will be sufficiently big 
to offset likely deficits in 
the long-term capital ac- 
count resulting in a small 
surplus or equilibrium in 
the basic balance. Since 
the basic balance (the 
sum of the current and 
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next two years. Since the beginning of the floating regime, a 
surplus in Japan's basic balance has, without exception, always 
been accompanied by a significant appreciation of the yen over 
the course of the year. The recent resilience of the yen in the face 
of a marked reversal of the US monetary trend can be seen as a 
clear demonstration of the importance of these underlying 
forces at work; the ven is likely to be higher at the end of this fis- 
cal vear (March 1984) than it was at the end of March this year 
when it was ¥239:US$1. 

Nonetheless, a runaway appreciation of the yen of the sort 
seen during 1977 and 1978 
is unlikely to recur this 
time because of sizable 
long-term capital outflow 
from Japan. In 1982, net 
long-term capital outflow 
from Japan amounted to 










expected to increase to 
nearly USSI? billion this 
fiscal year. The US$12.2 
billion net outflow last 
PIS year consisted of a 





US$28.2 billion outflow of Japanese capital and a US$15.9 bil- 
lion inflow of foreign capital into Japan. Of the US$28.2 billion 
Japanese capital outflow, US$4.5 billion was accounted for by 
direct investment abroad, US$3 billion by trade credit, US$9.2 
billion by external loans and another US$9.2 billion by portfolio 
investment mostly in foreign bonds. Most of the inflow of 
foreign capital was in Japanese securities equally divided among 
equities, bonds and external bond issues by Japanese borrowers, 
each amounting to around US$5 billion. 


amely direct investment abroad, trade credit and 
external loans, are likely to increase steadily ranging be- 
tween US$15-20 billion a year — roughly equal to the underlying 
rate of current-account surplus. Therefore, the swing factor for 
Japan's basic balance is the movement of portfolio capital in and 
out of Japan. Japanese investment in foreign bonds has in- 
creased sharply since 1981 and will continue to increase steadily 
reflecting the long-term strategic decisions by Japanese financial 
institutions to diversify their portfolios internationally. The tim- 
ing of their investments (so far) has been stabilising for FX rates 
generally, increasing when the yen becomes strong and decreas- 
ing when the yen is weak. In the context of the present market 
sentiment, it looks almost certain that if the yen rises beyond 
¥230 and moves towards Y 225-220, we will see a considerable 
pick-up in international-investment activities, thus moderating 
any upward movement of the yen that may occur in the short 
run. 

Foreign investment in Japanese bonds has been reasonably 
stable averaging about US$500 million a month. Foreign invest- 
ment in Japanese equities is rather directly related to the move- 
ment of Tokyo stock prices and influences the exchange rate ac- 


T: first three components of Japanese capital outflow, 
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nning to become apparent in the structure of Japan's b: 
e-of-payments and its overall external position will have 








the persistence of large trade surpluses accompanied by con- 
stantly widening deficits in the invisible account. A major revet- 


ble deficit was reduced by as much as US$3.5 billion thanks 
largely toa tutnatótnd in the investment-income account from a 
deficit of US$400 million to a surplus of US$2.2 billion. 

















ikaru Kerns in Tokyo 


gn businessmen believe that an undervalued yen, 
hich leads to cheaper exports, is a result of Japanese Govern- 
ent regulations — and not primarily the work of market forces. 
he following was spoken in testimony before the United 
s Senate Foreign Relations Committee in April this 


Looking back at the past year, I think we can say that without 
Jestion one of our most serious problems in J apan has been the 
isalignment of the [US dollar] and the ven , . . the undervalued 
n. added fuel to the flames of international resentment against 
ipan, worsening our trade relations with the United States and 
asing protectionist sentiments." 
Lee Morgan of Centerpillar Tractor Co., representing the 
Business Round Table (BRT), was quoting Isamu Yamashita, 
irman of Mitsui Engineering and Shipbuilding Co., to bolster 
demand that the US Government “take some initiatives” to 
correct the problem of a ven: dollar misalignment. Morgan says: 
‘Many analysts agree that the ven:dollar exchange rate should 
Əday be no weaker than X200: US$1.7 
Th November last year it fell to X278:USST, largely on the at- 
traction of high US interest rates which Japanese capital sought. 
A less well-publicised reason was the continual demand for dol- 
lars from Japanese importers doing dollar-denominated trade. 
ut when US interest rates began to decline, so did the US dol- 












sfy critics. It is becoming increasingly clear that the Tokyo 
vernment is in a dilemma. — | 
It does not wanta severely weak ven for political and certain 
'conomic reasons. It has taken palliative steps such as prevent- 
ng a decline in short-term interest rates and holding the Bank of. 
okyo’s (central bank) discount rate at a time when Japan is 
wash with liquidity. But foreign critics are now concentrating 
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ooking beyond the next couple of years, the change which i$ 


rofound implications for the long-term FX-rate outlook. Tradi- 
onally, Japan's balance-of-payments has been characterised by 


sal of this pattern, however, occurred in 1982. At USS20 billion; 
the trade surplus was slightly smaller than in 1981 but the invisi-. 


This reversal'in the investment-income account is the logical. 

nsequence of Japan's increasing net creditor position vis-à-vis 
rest of the world, which amounted to US$25 billion at the 

1 of 1982 after increasing by US$14 billion during the course - 

he year, an amount roughly equivalent to the current-ac-- 


n-exchange rate is partly a political issue. Many 


ö— — — — — —— — — ———— — — 


ar, but only at present to about YX240:US$1, not enough to- 


n the basic control mechanisms of the Japanese financial sys- 


































| spread between the US and Japanis an 
' value of currencies and that conscious 
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visible deficits. In fact, it would not be too surprising if, 10 years 


even turn into a deficit. 
qp he likely improvement in the invisible account — which 


is. in general, price-insensitivé. — means that the 
burden of exchange-rate adjustment will have to fall dis- 






proportionately on merchandise tradé. The yen will become 


overvalued in terms of competition in merchandise trade and 
this seems to be the experience of countries like Britain and the 
US which have gone through a similar process of the balance-of- 
payments transformation before. The pressure in this direction 
for Japan may be even more acute because its import demands 


. for energy and raw materials — which account for 70% of its 


total imports — are unlikely to rise very much, reflecting the 


rapid sophistication and the increasing service orientation of its. 


. government ought to guide and design 


‘industrial structure. Although the long-term upward movement; 





of the yen will be punctuated from time to time by occasional 


ajor factor affecting the 
: ic ation of the yen from 
worldwide interest-rate trends "exaggerates the differential that 
would derive merely from the high rate of personal Japanese 
savings." This is a frontal attack on two of the most jealous pow- 
ers of the Japanese financial authorities, namely the regulation 
of interest rates and international capital transactions, Any 
changes would affect bureaucratic careers and bank profits. 

. But far more importantly, the assault ison the idea that the 
economy at strategic 





















yen interest-rate ceilings on loans and de- 


posits in Japan. (lo WR OS. | 
» Removal of restraints on the issuance of yen bonds and on’ 
short-term, yen-denominated bank borrowing by foreign in 
» Increase in the limits on certificates of deposit denominated in 
» Establishment of a treasury bill market in yen open to foreign 
investors, a 
» Allowing importers to finance in 
berrow dollars to pay for imports. 

» Allowing other governments to hold more of their reserves in 
yen, | 

» Undertaking aggressive foreign borrowing with the proceeds 
converted to yen. | 


yen rather than having to 
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pears 10 be firmly in plac. — 
Growing international investment coupled with a rising yen 
will lead eventually to an increasing role of the yen as an interna- 
tional currency. The process will also be greatly facilitated by 
further progress in the liberalisation of the Japanese financial 
market which is currently proceeding at a revolutionary pace by 
Japanese standards. As Japan's direct investment abroad ex- 
pands, an increasing proportion of Japanese exports will be de- 
nominated in ven (at present 40% of Japan's exports are de- 
nominated in yen). Increasing imports of finished goods, re- 
sponsive to changes in exchange rates, will also raise the propor- 
tion of yen-denominated imports which now account for only 2- 
3% of total imports. 

Monetary demand from abroad for yen-denominated finan- 
cial assets will consequently increase, resulting in a greater in- 
flow of short-term capital into Japan. The Japanese financial 
market will begin to perform an international banking role by re- 
cycling the short-term capital inflow into long-term overseas in- 
vestment. Banking profits which will accrue under the normal 
circumstance of a positive-yield curve will further increase 
Japan's surplus in investment income. Once this dynamic pro- 
cess is set in motion, upward pressure on the yen will become un- 
containable, especially if and when the present confidence in the 
S dollar begins to be seriously undermined by the continuing 
ilure of the US authorities to redress the fiscal imbalance. 












in recent years. They also argue that other factors besides trade 
and current-account balances should be taken into consid- 
eration when judging whether exchange rates are unnatural in 
the light of, for example, relative prices, relative interest rates, 
relative income levels, money-supply developments, investment 
flows, political risk and changes in expectation in all of these. 

Japan, as the Keidanren attempted to show, has made pro- 
gress in liberalising its financial markets and intends to continue 
doing so. The Keidanren rebuttal quoted US Government offi- 
cials and reports which have generally absolved the Japanese of 
manipulating the yen-exchange rate towards weakness. The as- 
sault has been blunted but not defeated and the problems re- 
main: so do a few questions. 

Japan is heading towards a current-account surplus this year of 
US$20 billion. Its capital outflow will probably decline this year 
to about US$6 billion from US$10.7 billion, assuming that US 
interest rates do not go climbing up again in leaps and bounds. 
Japan will have one of the lowest inflation rates among indus- 
trialised countries and its national income will continue to rise. 
Most notably, Japanese export competitiveness will probably 
continue to improve. But the course of the Japanese yen may not 
give foreign competitors the kind of dramatic relief they seek. 

Capital seeking financial returns from securities is probably 
the critical factor determining yen-exchange rates. Yet 
psychological expectations — of what others think the equity or 
bond markets will do, or what others think the yen-exchange 
rate will be like — is often at the forefront of the minds of fund 
managers, investors and foreign-exchange dealers. The inter- 
nationalisation of the yen will mean at least one thing: greater 

' volatility in exchange rates. More yen will be in the hands of 
foreigners free from the control of the Japanese financial au- 
thorities. 
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A lethal market | 
trading US$200 | 
billion daily 


By Robert Valentine in Hongkong 
oreign exchange (FX) has become a topical, not tosaycon- 
FF subject among regional merchant banks in the — 
past year. A number of sharp parity changes have taken _ 
place in the region without much advance warning, notably in. — 
Australia and the Philippines; the Hongkong dollar hascaptured 
world headlines with its dramatic drop and the US dollar stub- 
bornly refuses to decline in accordance with what are deemed by 
experts to be economic fundamentals. Even the yen remains 
weak, though Japan appears to be heading for a'trade surplus of 
astronomical proportions. Furthermore, FX has hecome much 
more important as a potential profit earner to merchant banks, 
following the decline in both regional and local lending oppor- 
tunities, particularly in Hongkong; so a great deal of attention 
has been focused on dealing rooms in Hongkong and Singapore. 
There is little doubt that world FX markets have become in- 
creasingly volatile in the past decade; and this is hardly surprising — ^ 
given that total trading volume is now estimated at over US$200 
billion a day, compared with a value of some US$10 billion aday — — 
attributable to the international trade in goods and services, 
Furthermore, it is estimated that turnover has risen some 25-fold 
since 1970, assisted by the demise of fixed-rate exchange rates, __ 
In this context, it is hardly surprising that figures from the Inter- 
national Monetary Fund show that the average variability of US _ 
dollar exchange rates has increased significantly over the past de- 
cade, with some startling increases evident in individual curren- 
cies: for example, the yen:US dollar rate has more than doubled 
in volatility since that period. Therefore, time is ripe to take a 
closer look at FX markets and examine the state of the art vis-à- 
vis currency forecasting and hedging. 

The Hongkong dollar appears to be an appropriate starting 
point. Not only did the currency display extreme volatility in 
1982-83; there was also considerable debate regarding its true 
value and a great deal of sound and fury vented on so-called 
speculative activity undertaken by merchant banks and other 
financial institutions. The facts are clear: last July, according to 
the Hongkong Government Digest of Statistics, the average 
Hongkong dollar rate against the US dollar was 5.90; by 
November it had dropped to 6.67 and to 7.18 by the end of June. 
Furthermore, on June 8 the rate dropped as low as 7.70. It is cur- 
rently trading in the range of 7.50. 

The reasons are not too hard to find. Hongkong traditionally 
suffers a deficit on its visible balance of trade (some HK$15.5 bil- 
lion in 1982) and this is only partially offset by earnings on the in- 
visible account of some HKS9 billion. It follows that if the cur- 
rency is to hold firm on a monetary basis, capital inflow must be 
positive. Unfortunately, it appears certain that such inflows 
were, in fact, negative. No satisfactory statistics on Hongkong's 
overall balance of payments are available, but it is perhaps indi- 
cative to study the make-up of deposits within the Hongkong 
banking system and analyse this as between deposits in Hong- 
kong dollars and deposits in foreign currency. 

Official government figures show a startling increase in — | 
foreign-currency deposits and little movement in Hongkong- — — 
dollar deposits in past months. Since the beginning of 1982, total 
foreign-currency deposits had risen from HK$31 billion to 
HK$109 billion in March 1983, a remarkable rise of 250%. Atthe — — 
same time, Hongkong-dollar deposits remained virtually static — 
at HK$135 billion over the same period. It is not possible to esti- — 
mate precisely how much of the increase in foreign-currency de- — - 
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posits in Hongkong over that period represented a shift within 
Hongkong out of Hongkong-dollar deposits — and thus an out- 
flow across the exchanges. However, even if only a small propor- 
tion constituted an effective outflow, the order of magnitude of 
the figures is considerable. For example, other things remaining 
equal, Hongkong-dollar deposits might have been expected in 
1982 to grow at the rate of growth of current gross domestic pro- 
duct — 14.5% — and this would imply a net shift of some HK$20 
billion, a figure exceeding the trade balance in magnitude. It 
should be emphasised, of course, that the switch out of Hong- 
kong dollars into US dollars has not necessarily increased 
dramatically since the events of September last year; foreign- 
currency deposits had in any case been increasing rapidly before 
that time even prior to the removal of withholding tax on such de- 
posits in February 1982. 

These are admittedly extremely crude figures and may be con- 
siderably off the mark; however, given that the order of mag- 
nitude is correct, itis easy to see how changes in investor prefer- 
ences can significantly affect the FX rate, even if the balance of 
trade continues to improve. Not only can capital outflows exert 
more importance in absolute terms than the balance of trade, but 
also it will require considerable effort to ensure a positive ba- 
lance on current account — a situation not seen since 1977. This 
phenomenon is not unknown elsewhere in the region; for exam- 
ple, it works in reverse in Japan where a substantial trade 
surplus is frustrated by an equally large capital outflow. Even the 
horrendous trade deficits now published by the United States ap- 
pear to cause the dollar little concern, simply because capital in- 
flows to the US more than compensate for the bad trading per- 
formance. 


year has undoubtedly been the leads-and-lags effect, 

which encourages exporters to maintain their receiva- 
bles in foreign currency as long as possible and stimulates impor- 
ters to buy their foreign currency for raw materials as soon as 
possible. Again, these figures are difficult to quantify, but an 
analysis of the trade figures for Hongkong shows that if the 
leads-and-lags effect is approximately 30 days — that is to say, 
importers are paying their foreign-currency bills 30 days faster 
and exporters are delaying conversion of their foreign-currency 
receivables by an equivalent amount — then the maximum im- 
pact on the Hongkong dollar would be the equivalent of a once- 
off outflow of some HK$20 billion. This figure probably over- 
states the case owing to the fact that a considerable proportion of 
both exports and imports is not directly related to foreign-cur- 
rency transactions: a more conservative figure might be half the 
earlier estimate — say HK$10 billion — but this again indicates 
the magnitude of the problem. 

It seems unfair to regard either of the above factors as specula- 
tive; investors are entitled to seek what they deem to be a safe 
haven for their savings while exporters are likewise entitled to 
maximise their profits. Deliberate speculative shorting of the 
currency is another matter and there is no doubt that a number of 
banks and deposit-taking companies indulged in this practice — 
morally reprehensive perhaps, but hopefully profitable. How- 
ever, such activities tend to be self-liquidating, expensive and 
risky; self-liquidating since open positions are rarely held more 
than 24 hours and then have to be closed again; risky since gov- 
ernment intervention is possible at any moment to move the rate 
against the short seller and expensive since, in normal condi- 
tions, the cost of borrowing the currency overnight in order to 
short it tends to be pushed close to prohibitive levels by both 
market and government. Whether conditions actually are nor- 
mal in Hongkong's money markets is another matter; certainly 
the current ability of banks to manufacture liquidity at the stroke 
of a pen makes it difficult to control money-market rates. 

Turning to the correct rate for the Hongkong dollar, the con- 
sensus of opinion appears to be that a figure of HK$6.50:US$1 is 
correct, though only the vaguest of reasons are given. Forecast- 
ing correct rates is, of course, a hazardous task of dubious valid- 
ity; however the state of the art in the currency-forecasting busi- 
ness does give us some pointers. Setting aside complex 


: nother factor affecting the Hongkong dollar over the past 


econometric models, a useful first approximation can be gained 
from the purchasing-power parity approach which simply states 
that currencies are valued in each country for what they will buy. 
If the rate of inflation is consistently higher in one country than in 
another, then goods produced in the first country will become 
more expensive relative to goods produced in the second country 
and the value of the first country's currency will depreciate cor- 
respondingly. Applying differential inflation rates in the US and 
Hongkong over the period 1980-82, the Hongkong dollar should 
have been around 5.50 by the end of 1982, rather than the 6.50 
recorded; and a further depreciation of the order of 5% might be 
a reasonable forecast for 1983, bringing the rate close to 6.00. On 
a consumer price index of 100 in 1979, Hongkong is likely to 
reach 161 by the end of 1983, compared with 139 in the US. 
However, purchasing-power parity theory has many draw- 
backs, particularly in an open economy such as Hongkong's. A 
more modern approach is to look at more financially oriented 
forecasting techniques, such as changes in the stocks of monetary 
assets. The obvious stock to look at is money supply andit is pos- 
sible to examine relative changes in the US and Hongkong 
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Hongkong escalator: foreign currency deposits are going up steadily, too. 


money supply and relate these changes to the relative exchange 
rates. A further sophistication is to adjust for relative real- 
growth rates. Unfortunately, however, the figures are heavily 
distorted by recent legislation affecting DTCs (plus the changes 
in interest tax referred to earlier) and the results vary widely, de- 
pending on which definition of money supply is taken and which 
currency component of that definition. For example, M1 growth 
in the period 1980-82 suggests that the Hongkong dollar should 
have remained around 5.00 due to relatively low M1 growth and 
relatively high GDP growth compared with the US. However, 
overall M3 growth projects the HK dollar at the end of 1982 at 
7.50, since aggregate M3 growth over the past three years has 
been very high indeed. In the light of these widely varying re- 
sults, it is difficult to interpret this particular model without 
further analysis. 

Specifically, the above analysis does not adjust for the influ- 
ence of relative interest rates; and this is particularly difficult to 
estimate in the Hongkong environment where the definition of 
the free-market interest rate is somewhat problematical due to 
the cartel structure of banking and the occasional money- et 
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. Operations of the government. Nevertheless, the interest-rate 
. factor has been a very major contributor to the recent strength of 


the dollar. With real interest rates in the US running at double 
historical norms of 3% a year and a demonstrated determination 
by the Federal Reserve Bank to keep interest rates high to com- 
bat inflation, the dollar continues to be a very attractive invest- 
ment indeed. 

Unfortunately, none of the theoretical interest-rate models, 
however sophisticated, appear to apply in Hongkong, since it is 
clear that in any reasonable analysis Hongkong dollar interest 
rates should not be below US dollar interest rates: indeed. cur- 
rent theory indicates that interest rates in Hongkong should ex- 
ceed US dollar interest rates to the extent of the forecast diffe- 
rential in inflation rates (assuming purchasing-power parity 
holds for the moment). What we are secking is some quantifica- 
tion of the interest-rate factor — which has made the US dollar 
strong — and one possible approach — thanks to the National 
Westminster Bank.— is to assess the real movements in the US 
dollar after stripping away the effects of relative inflation rates. 
This can be.done'by looking at a trade-weighted index for the 
dollar adjusted for inflation rates. On that basis, the US dollar 
showed real underlying strength of some 
10% in 1982 and an additional 6% in 1980- 
81. If 50% of this strength is attributed to 
the interest-rate factor and 50% to other 
structural changes, then we have to adjust 
our earlier forecast for the Hongkong dollar 
down to 6.50 rather than 6.00. 


his approach is, however, some- 
6 general and does not take ac- 

count of the particularly wide gaps 
between US and Hongkong real-interest 
rates in recent years — at least 5% per year 
in magnitude in 1981 and 1982, and proba- 
bly even higher in 1983. This can best be 
done by combining all factors mentioned 
above into a multiple regression model that 
can be used to estimate what the HK dol- 
lar:US dollar rate would have been if only 
economic factors were relevant in recent 
years. Happily, the recent July issue of the 
Hang Seng Bank Economic Quarterly does 
an excellent job in this respect. It takes as 
variables the rates of growth in money sup- 
ply, the changes in real income and the 
nominal interest-rate differentials between 
the US and Hongkong since 1978. The model predicted an 
equilibrium rate of 6.50 for the Hongkong dollar at the end of 
June 1983. 

Since this figure appears to be the desired goal of our exercise, 
cynics will no doubt point out that the above analyses were car- 
ried out with that particular goal in mind. However, these 
analyses were not intended to demonstrate conclusively the true 
value of the Hongkong dollar; on the contrary, they were in- 
tended to demonstrate how difficult it is to make such calcula- 
tions and how many heroic assumptions must be made along the 
way. By a process of extrapolation, exactly the same conclusions 
apply, of course, to forward currency forecasting and the current 
state of the art is not encouraging. 

For example, early in 1981, the major financial journal 
Euromoney carried out an analysis of the FX forecasting services 
of a number of major organisations. The results showed that 
more than 5096 of these advisory services' forecasts were worse 
than tossing a coin. To add insult to in jury, Euromoney repeated 
their exercise in August 1982 and their conclusion was that the 
performance of the forecasting services had deteriorated 
further. However it is only fair to say that some individual 
forecasters did manage to produce statistically significant esti- 
mates. 

Given this hazardous state of affairs, it is hard to see how 
banks can really make money out of FX — except from their cus- 
tomers — and how corporate treasurers in the region can best 
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ncies. Even | g a huge customer base is not 

necessarily the answer, since as was stated in the opening sen- 

tences of this article, FX transactions related to real trade are re- 

latively negligible and can be swamped by both speculative pur- 
chases and sales. 

But if forecasting is difficult, what about utilising FX-dealing 
expertise? Much is often made of the so-called expert gut reac- 
tion of a trained dealing room to currency movements and the 
ability of that dealing room to forecast such movements. at least 
over a very short term, maybe a period of minutes. However. 
considerable doubt must be cast on such expertise in the longer 
term since very often the dealers concerned are not profession- 
ally trained in economic analysis and must wait for the screen to 
provide an appropriate explanation for them (and everyone 
else). This is not to say that the dealing room of any bank should 
be staffed by economists; there is a great deal of truth in the old 
adage that if all economists were laid end to end. they would 
never reach a conclusion. 

However all is not lost and it appears that the saviour. believe 
it or not, is central-bank intervention. According to some recent 
studies, a vast number of opportunities for profitable FX dealing 
have been created by the desire by central banks to smooth ab- 
rupt, but ultimately inevitable, movements in their currencies. 
An analysis published last vear covering 
nine major central banks indicated that al 
but one lost substantial sums of money on 
intervention over the past decade. This is 
not necessarily a bad thing for the central 
bank concerned, since the loss on FX inter- 
vention could very easily be offset by the 
benefits of reduced currency volatility; and, 
in any case, central banks are not held ac- 
countable for such losses. Nevertheless. 
these losses are real and are, in general, 
available to the banking system as profits. 

Turning to the corporate treasurer, the 
best he can probably do in such an uncertain 
world is to hedge all his exposed positions 
fully. This means identifying his true net- 
currency exposure, both in terms of capital 
and future income and carrying out approp- 
riate hedge strategies. Capital hedging is 
best carried out by borrowing an equal and 
Opposite amount in a similar currency, 
while the hedging of receivables can be ac- 
complished through money markets or for- 
ward-exchange rates. Transaction costs 
must, of course, be watched closely and it is 
in this context that the advent of financial- 
futures markets to the region is very much to be welcomed. Gen- 
erally speaking, these markets can supply forward-hedging op- 
portunities at less cost than with spreads charged in forward 
markets and they should certainly be welcomed by the financial 
and commercial community alike. 

For example, figures published by the IMF show that average 
spreads between buying and selling rates in forward markets 
were relatively high until recent years, i.e. until the impact of the 
International Monetary Market (IMM) in Chicago began to be 
felt. Specifically, taking the 12-month forward Yen:US dollar 
rate, the IMF estimated the spread at 0.6% as recently as 1981; 
this has now dropped to some 0.3% compared with a broadly 
similar cost on the IMM of a commission rate of 0.2%. 

Certainly Singapore appears to be forging ahead on this front 
with the announcement by the Singapore Government on J uly 18 
that the Gold Exchange of Singapore will jointly open an inter- 
national futures market with the IMM in early 1984. Contracts 
will be interchangeable in both centres and thus a round-the- 
clock market has in effect been created allowing members to buy 
à contract on one exchange and sell it on the other. The position 
of Hongkong is unclear since little appears to have happened 
since the Hongkong working party on this topic produced their 
discussion paper in July 1982. However it would be a pity if 
Hongkong did not make a contribution to such markets, given 
the considerable volatility of the Hongkong dollar and the high 
current costs of forward trading. 


SEPTEMBER 1, 1983 e FAR EASTERN ECONC 










= as wb. 
* 


MS 
i Ea eS r. 
Yuilc 











y James. Lee i in Hongkong. 

p any observers have expected the US dollar to weaken 
since that currency climbed to a 12-year peak late last 
year. The dollar, they pointed out, isovervalued and is 

ound to weaken substantially from a large current-account de- 
ficit and perhaps also an-easing in interest rates. Others have 


strength is likely to give rise to a larger US iade defi 
otherwise would have been the case, Recent Organi: 
Economic Cooperation and Development forecasts 
that US imports (which constitute about a seventh of 1 
market) would rise in eal terms by 5.596 in 1983 anc 


tion noted last month that much of the dollar's weakness during 
the 1970s reflected. poor economic policies, notably in the 
monetary and energy areas. With more constructive policies 
now in place, it a unreasonable that the dollar should have 


powerful US locomotive. which is already leading the wor 
of recession. One additional merit can be ascribed to a stro 
dollar and high interest rates. On balance, they tend to keep 
flation down: this would be helpful as individual économies 
particularly the US — proceed on an upswing of the ou 
ycie, 
The extra steam generated by the strong: US doli 
eicit appear w worse iun iti is; od furth- duce espectally good mileage for Asia's newly 
y Ecc dera the current-ace 2e ouni | countries (NICs), Taiwan, South Korea, Singapore 
US | kong. For one thing, these are relatively exp 
economies, inavhich the value of exports. expressed. d 
tion of gross domestic product generally ranges from a 
wards, as compared with up to a quarter for the ma 
countries including Japan. For major industrialised cou 
| the current recovery is generally led by domestic’ : 
whereas for the INICs a recovery is only solidly based 
 export-led, as is currently the case. : 
The prospect for increased exports from NICs to th in 


| 
| 
| 
| 
come to.a different view. The editors of a well-known publica- | 1984. after falling 4.8% in 1982. T his will be extra steam 
| 
| 
| 
i 
| 
| 
| 
| 
| 


“Floating F Rate Cera of Deposit due 1988/1986 
‘Lead Manager Lloyds Bank International Limited 


Co- Managers Asean Finance Corporation Limited ` 

: . Banque Bruxelles Lambert S.A. Singapore Branch 
. Dai-Ichi Kangyo Finance (Hong Kong) Limited. 
- Dresdner (South East — Limited | 
LTCB Asia Limited - 





MERCHANT BANKING '83 





countries is certainly brighter now than at any time in the recent 
past. OECD economic forecasts project that; because the West- 
ern economic recovery is domestic-led, a risein OECD imports 
in response to increase domestic demand will outpace the rise in 
OECD exports during the second half of 1983 and first half of 
1984. Imports from non-OECD countries will be sucked in. 
Given their adaptability, NICs will be quick to take advantage of 
the situation. 






Growth of Asian NICs: share of total US imports 





US imports 

in volume | Singapore | S. Korea | Hon kong | Taiwan | (1)+(2) 

terms (96) ( 2 (2) ) (4) * (3) (4) 
1972 +13.5 0.48 1.27 2.25 2.33 6.33 
1973 6.2 ().67 1.40 2.09 2.57 6.73 
197 13 0.55 1.45 1.62 2.09 5.71 
1975 -11.5 0.55 1.49 1.62 2.01 5.63 
1976 22.2 0.57 200 1.98 2.46 7.01 
1977 +10.8 0.60 1.96 1.94 2 47 6.97 
1978 * 10.2 0.64 1.99 | 1.99 2.99 7.61 
1979 0.2 0 7] | 98 1.9] 2.85 7.45 
1980) 7.] 0.80 1.76 2.23 2.86 7.65 
1981 «2.5 OR) 2.00 2.06 3.09 7.96 
1982 -5.0 0.90 2.3] 2.27 3.65 9.13 





The four Asian NICs have a recent record of success in the US 
market. Their share of the market has generally increased over 
the years 1972-82. Capitalising on the upswing of US imports in 
1976-78, the four exporters increased their aggregate share from 
5.6% to 7.6%. Probably because their products had advanced 
by then to the range and quality where they continue to be in 
good demand even during an economic downturn, the four were 
subsequently able to avoid a setback to their market share simi- 
lar to that witnessed during the previous recession of 1974-75. 


FA 


Singapore worker: capitalising on the US-imports upswing. 





Last year their exports to the US rose amid a 6.5% decline in the 
value of total US imports, with the result that their aggregate 
market share rose to a record 9.1%. 

Optimism for the NICs' export prospects needs to be qualified 
in at least one respect. Exchange-rate movements and recession 
during the past few years have adversely affected the export 
competitiveness of NICs vis-à-vis developed countries with 
whom the NICs compete in the import markets of the latter. The 
currencies of major industrialised countries have weakened sub- 
stantially against the US dollar, whereas the currencies of the 
NICs depicted (with the exception of Hongkong) have exhibited 
greater stability by comparison. Such stability can be explained 
by the traditional linkage of NICs currencies to the US dollar 
and the fact that NIC currencies tend to be affected more by 
trade flows than by shifts in asset preferences. 

Recession has also affected NICs and developed countries dif- 
ferently. In the advanced industrial countries, prolonged reces- 
sion has led to substantially reduced inflation and quite large de- 
clines in export prices. The same has been true for NICs. but to a 
lesser extent. After all, it was not until 1982 that export-growth 
rates of the NICs dipped significantly, Consequently the recent 
recession has been relatively brief for NICs and the declines in 
their export prices have been modest. 


tries other than the US, when expressed in US dollar 

terms, fell by over 12% on average between fourth quar- 
ter 1980 and fourth quarter 1982, but the corresponding declines 
were only 3% for Taiwan, 5% for Singapore and 5% for South 
Korea (but, exceptionally, 16% for Hongkong). It is therefore 
likely that over the next few years the exchange rates and/or ex- 
port prices of some Asian NICs may come under downward 
pressure as competition from producers in the advanced indus- 
trial nations becomes increasingly felt. This would be in line with 
the generally observed tendency for changes in export prices of 
different countries — when adjusted for exchange-rate move- 
ments — to maintain close parity with each other over the longer 
term. 

Results so far this year indicate that, in general, export growth 
rates of the Asian NICs have begun the upturn. For South Korea 
and Taiwan, exports rose in US dollar terms by about 2% and 
3% respectively in the first five months of the year compared 
with the same period in 1982. These correspond to growth rates 
of about 7% and 4% in terms of the respective domestic curren- 
cies. For Singapore and Hongkong, growth for the first six 
months amounted to —0.5?5 and —3% in US dollar terms. or 
about —1% and +14% in domestic currency terms. 

A clear beneficiary from the strong US dollar has been Hong- 
kong, whose currency has lost some 20% of its value against the 
US dollar since mid-1982. The 14% rise in the Hongkong dollar 
value of the territory’s domestic exports during the first six 
months was led by a 25% increase in sales to the US and rep- 
resented, in real terms, an approximate 9% increase over the 
year-ago period, compared with declines of 3% in both the first 
and second halves of 1982. Also benefiting from a weak currency 
is incoming tourist expenditure, which was 25% higher (in 
Hongkong dollar terms) in the first quarter of this year than in 
first quarter of 1982. The weakness of the local currency against 
the US dollar, one might note, has been exacerbated by such fac- 
tors as continuing political uncertainty and the abolition of in- 
terest withholding tax on foreign-currency deposits, as well as a 
relatively high inflation rate. 

With the passing of an overheated property boom, prices of 
industrial land in Hongkong have fallen to very competitive 
levels; interest rates have also declined and, notwithstanding 
uncertainties over the expiry of the British lease on the New Ter- 
ritories in 1997, foreign investment in the local manufacturing 
industry is apparently continuing to rise. Given now the further 
stimulus from the protracted weakness of the Hongkong dollar, 
which is widely felt to be undervalued, the territory's economy 
appears to be firmly restored on an export-led growth path. Pro- 
vided that domestic inflation does not become indexed in some 
way to the weakness of the currency, the weak Hongkong dollar 
and its impact on import prices should also have the salutary ef- 
fect of discouraging too rapid a rise in consumer spending once 
the economy has recovered. ^. 


O export prices of the 18 leading industrial coun- 
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In recent months, NBK has 
put together financial packages for 
some very prominent international 
corporate clients. These have been 
innovative financing packages 
tailored to the specific needs of 
these companies and characterised 
by careful planning and commer- 
cial soundness alike. 

NBK also specialises in finan- 
cing trade transactions relating to 
the principal export commodity of 
our region - oil. In addition, we 
offer our international customers 
highly skilled treasury services on 
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all these services increasingly 
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In London, we 
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wide range of services to our 
international clients, and in 
Singapore we have a representa- 
tive office promoting business 
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Telex: 297406 NBKORC G 


The National Bank of Kuwait S. A. K. 
Representative Office lor Singapore, 
South-East Asia and Australasia, 
11-01 The Octagon, Cecil Street, 
Singapore 0106. 

Telephone: 2225348/49 

Telex: KUBANK RS 20538 
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Our international banking connections... ^7 

make us even more attractive, ss ^ 
First Hawaiian Bank. Surrounded by beauty. 

And supported by a strong international division 

with world wide connections and direct ties to 

financial institutions throughout the rest of the 

United States. We re the eldest, most innovative 

bank in one of the most beautiful, yet cosmopo- 

litan places on earth. ' 
If business brings you to Hawaii, business 

sense will bring you to First Hawaiian 

Bank. The financial bridge between East 

and West. For further information, contact 

First Hawaiian Bank, International 

Banking Division, P.O. Box 3200, 

Honolulu, Hawaii 96847 

Telephone (808) 525-8851. 


FIRST HAWAIIAN BANK. 


We say yes to you 'MemberFDIC. 
Overseas offices: Guam-Agana, Dededoe = 
lokvo ¢ Grand Cayman B Wh US xz 
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MEN OF THE OLD SCHOOL 
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(circa 1840): the Elector of Hesse has his\treasure chests returned by Mayer Amschel Rothschild who had them in safe-keepi 
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Where have all the real merchant 


bankers gone, lah? 


By Anthony Rowley in Hongkong 
here are the merchant bankers of yesteryear — the 
Woo. the J. P. Morgans, the Warburgs — who 
brought together capitalists and entrepreneurs to create 
great industrial dynasties? Where in developing Asia can one 
find such men of vision, such catalysts of industrial revolution? 
The answer seems to be — not in merchant banks. 

Perhaps the name of the game has changed: banks are run by 
committees nowadays, not by individuals. Perhaps conditions in 
Asia are just too different from those which accompanied the In- 
dustrial Revolution in Europe and the United States for the role 
of classical merchant bankers to be relevant. Whatever the 
reasons, attempts so far to, transplant the merchant banking/ 
venture-capitalist tradition into the region have all but flop- 
ped. 
Take, for example, the most recent of these ventures: the for- 
mation of the Asean Finance Corp. (AFC), financed by a 
plethora of private and state banks from the five Asean coun- 
tries and based in Singapore. This was to be Asean's answer to 
the “lack of pioneering spirit" (as one Indonesian banker put it) 
among Western merchant banks operating in the region. If these 
had lost their pioneering spirit, Asean could rediscover it for it- 
self in an institution which would tap the natural dynamism, en- 
trepreneurship and resources of the area. 

But perhaps AFC was doomed from the start in that it tried to 
institutionalise the pioneering spirit. Its shareholders include a 
clutch of bureaucratic (and cautious) state-owned banks as well 
as private banks (which nowadays tend to be equally bureaucra- 
tic). So far, there is not a shred of evidence of this new institution 






EDD n to wreak the sort of transformation its own 


sec o es m 


pioneers foresaw. According to them, it would identify business 
opportunities in Asean and entrepreneurs to exploit them. It 
would marry finance, capital, management and technology into 
corporate packages and then sell them to the investors of the 
world. 

What has AFC in fact done since it set up shop (in rather smart 
and spacious offices) in May 1981? It has loaned a lot of money 
to various (mainly existing) business out of its own US$50 billion 
start-up capital and by tapping commercial cedit lines and 
through S$56 million (US$26.05 million) of co-financings. It has 
moved into the financing of intra-Asean trade and has begun 
looking for project-financing opportunities in theregion. Maybe 
it is too soon to judge AFC after only two-and-a-half years of life 
and certainly the dank, still airs of recession it wasborn into have 
hardly helped spread its wings. But it is fair to say that AFC has 
so far concentrated more on the kind of passive, jund-based ac- 
tivity which its promotors castigated Western merchant banks 
for pursuing than on active, fee-based work. Put another way: it 
has tended to live off its capital rather than put its capital to work 
(and at risk) in new ventures. 

Maybe things will change when Chote Sophonfanich, one of 
the four senior executive vice-presidents at Thailaad's Bangkok 
Bank, takes over. The Sophonpanich family have the reputation 
in banking circles of being movers and shakers. (In passing, it Is 
worth mentioning that Bangkok Bank itself has ust set up a 
merchant bank [in July] and that, given the internatonal reputa- 
tion achieved by its parent, can be expected to hate some reg- 
ional impact.) 

But it must be said that the dice are loaded somewhat against 
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AFC as a pioneering — bank unless its 139 siut holdihe 
banks are prepared to let it operate on a freer rein than, say, the 


— (also Singapore-based) Private Investment Corp. for Asia (Pica) 


which has no fewer than 230 institutional shareholders — mainly 
banks from all over the world. Despite this impressive pedigree 
(and the very real efforts of its staff) no one could fairly argue 
that Pica has proved to be a major development catalyst in Asia. 
Pica's balance-sheet total as at December 31, 1982 was 
US$273 million, of which no less than US$180 million was made 
up of loans and a much more modest US$33 million of equity in- 
vestments. A further US$37 million was in various guarantees. 
Pica's venture-capital investments, be they textiles in Indonesia, 
cocoa plantations in Malaysia or shipping in the Philippines, are 


— by their very nature slow to yield dividends or capital gains. So 
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Pica relies heavily on lending business — the greater part of it 
offshore loans — to help cover operating costs and to pay a di- 
vidend to its own shareholders. 
But in the end the name of the game in venture capitalism 
(which is what people mean when they talk about the pioneering 
spirit of archetypal merchant bankers) is equity financing. 
Banks such as those which own Pica or AFC are not going to in- 
dulge heavily in that when they can make loans instead whose re- 
. payment is (notionally) guaranteed. This is part of a much wider 
( debate as to whether development in parts of the world such as 
— Asia would not be far better financed by much bigger slices of 
E investment (direct and portfolio) from the West rather 
than through bank lendings which drive developing countries 


= ever deeper into debt. 


This debate goes right to the heart of the role of commercial 
banks versus merchant banks. It also explains why the role of the 
World Bank — or rather its ordinary lending arm the Interna- 

tional Bank for Reconstruction and Development — is much 
greater in regions like Asia than of its sister institution, the Inter- 
national Finance Corp. (IFC) which is the bank's equity arm. 
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“UBAN International Ltd, a member of the AL UBAF Banking — 
continues to be Asia's business partner with the Arab world. 


Shareholders 


Arab: 

UBIC Necrland B.V. 
Alahli Bark of 
Kuwait K.5.C. 

Arab Afrian 
Internaticial Bank 
Arab Finince & 
Holding Co. Inc. 
Banque \udi S.A.L. 


Libyan Arab 
Foreign Bank 


National Bank of 
Abu Dhabi 


Riyad Bank Ltd. 
Sudan Commercial Bank 


Yemen Bank for 
Reconstruction 
& Development 


18th Foor, Far East Finance Centre, 16 Harcourt Road, G.P.O. Box 9917, Hong Kong 
Tel: 6:21961:9/5-202172 8 5202175 Cable: UBANARAB Telex: 75386 HX/78013 HX 
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Japanese: 
The Bank of Tokyo Ltd. 


The Long-Term Credit 
Bank of Japan Ltd. 


The Mitsui Bank Ltd. 


The Nomura Securities 
Co. Ltd. 


The Sanwa Bank Ltd. 
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me di in be nk lo er nn d all; ier cha int 
banks (in the venture-capital sense), yet again its total 
worldwide investment portfolio of US$1.84 billion pales against 
amounts lent annually by the World Bank proper and is utterly 
dwarfed by commercial-bank lending. IFC's total Asian 
portfolio stood at US$368 million at the end of 1981 of which 
some US$76 million was in the form of equity investments. Re- 
spectable enough perhaps, compared with that of Pica — consid- 
ering that institutions battery of powerful backers — but again 
relatively insignificant when compared with the volume of 
foreign loans made to the region's biggest borrowers. 

What all this means is that merchant-banking activity in Asia 
— in the sense of marrying capital with enterprise — is being 
carried on by a host of institutions — state-owned, privately 
owned or internationally owned. The Manila-based Asian 
Development Bank decided to get into the act earlier this year 
too, albeit with a derisory start-up capital of US$10 million for 
its equity financing arm: and more recently both South Korea 
and Taiwan have announced their intention of establishing 
venture-capital concerns (Seoul's in conjunction with the IFC). 
IFC too has opened a representative mission in New Delhi this 
year. 


an theory be tl 1 





ut. whether any of these institutions or companies are 
B going far enough to have a really meaningful impact on in- 

dustrial and business development is something on which 
there is plenty of room for debate. IFC, for instance, as one of its 
representatives at the Washington headquarters told this corres- 
pondent, looks for “bankable” propositions to finance — in 
other words, ventures which have already gone some way down 
the road towards commercial realisation. 

And while the AFC originally had ideas of promoting projects 
from a much more embryonic stage (even to the moment of ac- 
tual conception) it appears to be erring on the side of caution 
(and the need to compete in earnings and assets terms with con- 
ventional merchant banks) as it becomes established. 

Another of AFC's founders' ideas was that a good deal of cor- 
porate enterprise in Asean was too loosely 
structured to attract investments from 
outside the region. Thus a business run by, 
say, an Overseas Chinese entrepreneur in 
his own name could hardly be expected to 
attract the confidence of outside investors 
— however important that business might 
be in domestic terms and however big. 
AFC could underwrite the bonds of that 
business and thus underwrite its reputa- 
tion in international capital markets. 

There are no signs of AFC acting in this 
Godmotherly (or perhaps Godfatherly) 
way yet but one Asean entrepreneur, 
Liem Sioe Liong, has pre-empted the 
bureacratic institution by cloaking some 
his own (increasingly international) ac- 
tivities in the respectable mantle of an in- 
ternationally acceptable title — the First 
Pacific Group, based in Hongkong — and 
thus begun to attract international invest- 
ment. First Pacific even has its own mer- 
chant bank now. 

The relative lack of success so far with 
such ventures does not mean that there is 
no need for new types of merchant banks 
in Asia, There is an equity gap (at present 
over-filled by debt finance) to be filled and 
there is equally a management, technol- 
ogy and marketing gap. But it is unlikely 
to be filled by consortium ventures such as 
AFC (which arguably has had less success 
than national ventures like Malaysia's 
state corporation Pernas in this respect) 
or by Pica — or even IFC. It probably 
needs a few (preferably wealthy) indivi- 
duals to get things moving. Where are 
Asia's Rothschilds, Rd cie Wagburgs, 
mot E "Hors G 
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By y Michael Roberts i in FHougkong 


recently complete ] 50-storey office tower block in the 
Central is a clad in a curtain wall of gold tinted glass. This 
AMgold edifice has been nicknamed, by local Chinese, the 
“Amah s Tooth. On hearing this, one local wit is reported. to have 
said. “and like most Amah's teeth, it requires filling,” thus sum- 
marising the problem f; cing M Hongkong property developers 
— gross over-supply. — — 

The over-supply of all types of property — commercial, resi- 
dential and industrial is the result of the enormous increase in 
- construction activity between late 1978 and mid-1981 which fol- 
lowed an unprecedented rise in property prices: Despite warn- 
ing signs and the fact that the price spiral mirrored the events of 
the early 1970s and the early 1960s; the boom cóntinued to be 
fuelled by bankers who had found a new source of lending op- 
portunities and a new source of funds to lend. 

, During the 1970s, the interbank market for Hongkong dollars 
e 5 LE at first. However, as an increasing umber of 
t TEM + ba: 





js source. The al foto overseas s banks s combined With U he strong 
- demand for property ‘of all types — resulting froi 3 

. economic growth in Hongkong — provided a la 
. Opportunities for banks to finance property develo) 
they proceeded to do, encouraged in part by the fact fhat the 
major banks in Hongkong were seen to be active 
the property market. Furthermore, a number ot ne 












i Michael Roberts is director. Samuel Montagu Co. Ltd, Hongloig. | 


tively ceased to function. For a time „the 
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Jardine Fleming Holdings L Limited - 
Connaught Centre, Hong: Kong 


Telephone: 5-8438888 Telex: HX 75608 


Jakarta, Kuala Lumpur, Manila MARON 


thiere Would have to bea ——— in ‘pric otwi sta 
ing any other factors. The stockmarket was beg inning to: 
from indigestion from the large number of new issix 

erty companies. By late September 1981, the stocl 
had enough and finally a relatively small property-c 
issue Was Seb bete Be left with the underwriters, die y was 
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What were the banks to do? Before considering the banks, it is 
interesting to see what the development companies did. While it 
became obvious to everyone that the property market was fall- 
ing, very few people knew the real position of any one property 
group or their exposure to the market or their bankers. The pre- 
vious years' scramble to lend money had been accompanied by 
an apparent loweringgof credit standards. Personal guarantees 
and corporate guafantees from private companies had been of- 
fered and accepted in the belief that the wealth of the private 
company is much greater than the wealth of the public company. 
Even in late 1982, banks operating under this assumption were 
trying to move some of their indebtedness from the public com- 
pany to the privately held parent company. The reality proved 
somewhat different as, in almost all cases, the public company 
had been supported at the expense 
of the private company. 


he first to realise the effect 
T the falling property mar- 

ket were the property de- 
velopers themselves. As the crisis 
deepened and with an uncertain 
future, many began to take action 
which, in retrospect, may seem 
shortsighted, but which, at that 
time no doubt, appeared to be the 
best in the circumstances. Over- 
heads were cut, with the heaviest 
cuts often occurring in the ac- 
counting and administration 
areas. Key staff, many aware of 
the problems, began to leave and, 
as payment of debts was delayed, 
problems began to accumulate. 
Prompted either by their clearing. 
bankers or by their own realisa- 
tion, the companies would finally 
seek help. Inevitably, the im- 
mediate requirement of profes- 
sional advisers who were called in 
was detailed financial informa- 
tion. The overheed cuts, often to- 
gether with poor financial man- 
agement, meant that reliable in- 
formation was hard to obtain 
rapidly. 

For the adviser, armed only 
with preliminary financial infor- 
mation, this is the most critical 
time. Hongkonglaw, unlike Unit- | 2 2 9* 
ed States law, d«es not provide the | ^ —— 
equivalent refuge of chapter XI of 
the US bankruptcy code.* Asa re- 
sult, when lendng banks first become aware of the problems be- 
setting a particular company, they have to make a difficult deci- 
sion. By the tine the company approaches its lenders, there is 
usually insuffiadent cash for the company to meet its commit- 
ments as they fill due. The first proposition which any adviser to 
the company las, therefore, put to each of the lending banks is 
that there should be a period during which the financial position 
of the compary will be established and that information should 
then form a bisis on which a decision can be made. 

Even such in apparently reasonable proposition is often the 
subject of dificult negotiations since some banks are reluctant 
to accept thatto do nothing for the time being is better than to 
appoint a reciver to protect their position. But the appointment 
of one receiv:r could result in the appointment by each separate 
lender of ther own receiver and, in such circumstances, a peti- 
tion for windng-up the company would almost certainly follow. 


*Chapter XI ppvides a statutory breathing space (upon request) during which all 
actions against) troubled company are halted and the company has the opportu- 
nity to presenttself anew in restructured form. 





The gold tooth: filling it is not easy. 


If banks are required to provide additional funds to maintain the 
integrity of the operations, then the position is clearly different. 
In the case of most companies in Hongkong, the problems are 
mainly those of an illiquid property market where prices have 
virtually no meaning. Against this background, when there is no 
immediate requirement to provide additional funds, it would 
seem that nothing is to be gained, but everything lost, by lenders 
resorting immediately to their legal remedies. 

However, it is to the credit of the vast majority of banks that 
they have been prepared to review the position carefully. This 
has provided a breathing space for a proper evaluation of the 
company's position which is often substantially different from 
that originally revealed. 

There remains a significant over-supply of most types of prop- 
erty in Hongkong and, in the absence of the settlement of the 
1997 question, prices continue to be weak. However, the wil- 
lingness of banks to cooperate in seeking a more flexible ap- 
proach to companies’ problems 
must be regarded as a very posi- 
tive feature which has so far avert- 
ed the wholesale bankruptcy of a 
number of property companies 
with the domino effect on other 
property companies. The prag- 
matic attitude adopted by lenders 
has been instrumental in avoid- 
ing one of the major fears express- 
ed by bankers in the early days of 
the crisis: the liquidation of a sig- 
nificant number of property port- 
folios at approximately the same 
time. In the circumstances, the 
market would have been unable to 
absorb more than a small amount 
of the properties and such action 
would have prolonged property- 
market illiquidity and possibly 
resulted in the failure of a larger 
number of property companies. 

During the latter phases of the 
property boom, as the cost of the 
sites soared, it became increas- 
ingly common for a number of 
developers to join with other 
companies to finance the deve- 
lopment of a particular piece of 
property. A number of the 
partners have become victims of 
the property slump and this has 
added a further dimension to the 
problems besetting the banks. 
Clearly, to take action against 
one partner in a joint venture 
with all the other partners, al- 
beit not in financial health but at 
least not on the brink of bank- 
ruptcy, could in certain circumstances, be the very act which 
would take the other partners over the brink. 

By taking legal action to recover debts, the chances of other 
companies being pushed into a crisis would have significantly in- 
creased. So far the situation has been avoided, but the refusal of 
partners to assume the burden of the proportionate share of a 
partner who is experiencing severe cash-flow difficulties has re- 
sulted in one major foreclosure by the lenders. It remains to be 
seen whether this action will ultimately damage those companies 
which were able to repay the full amount of the principal and 
precipitate a second phase of the property crisis. 

Although there can be no guarantee of success of the re- 
scheduling efforts whilst the 1997 question remains unresolved, 
those who have adopted a pragmatic and constructive approach 
to these efforts deserve to succeed. The dilemma for the lenders 
remains, however, that, in spite of the patience shown by the 
majority of the lending banks in Hongkong, the success of most 
debt-rescheduling operations will continue to depend to a large 
extent on the outcome of the talks over the future of Hong- 
kong. 
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NMB Bank's key figures as at December 31, 1982 
(in millions of Dutch guilders - 1 USS = Dfl. 2.62): 


Balance sheet total Dfl. 59,550 
Total deposits Dfl. 57,116 
Debtors Dfl. 37,884 
Total shareholders’ equity 

and subordinated loans Dfl. 2,307 


some highlights from our 1982 Annual Report 
(55th financial year): 


e The combined balance sheet total increased 
in 1982 by 7% to more than Dfl. 59 billion. 


ebDebtors increased by 7% to more than 
Dfl. 37 billion from Dfl. 35 billion at the end of 
1981. This increase is largely attributable to the 
growth of our foreign loan portfolio. 


e As part of our branch office programme, a 
number of NMB branches were opened in 
1982. The total number of NMB branches at 
b home and abroad amounted to 482 at the end 
of the year, with employees totalling 10,948. 


e NMB Bank has subsidiaries and branches 
in Paris, Zürich, Geneva, Curacao, New York, 
Los Angeles London and representative 
offices in Caracas, Mexico City, São Paulo, 
Hong Kong, Singapore and Bahrain. 


e Revenuefromstock exchange business again 
showed an even greater percentage rise than 
overall stock exchange turnover. 


e Eurodeposits accounted for 15% of the com- 
bined balance sheet total. 


| 
| NMB Bank. We bank 
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If you wish to receive our 1982 Annual Report please — 

contact our nearest NMB Bank office or NMB Bank x" 

Amsterdam, P.O. Box 1800, telex 11402. p am 


Representative Office Hong Kong: . 
Mr.E.G.H.van Adrichem Boogaert, 2501 Connaught Centre, 
1 Connaught Place, G.P.O. Box 2837, Hong Kong. - 

Telephone: 5-243-331; telex: 61653 nmbhk hx. ae 
Representative Office Singapore: y» 
Mr. K. Petersen, UIC Building, 20th Floor, 5 pA 
Shenton Way, Singapore 0106. Telephone: 2228340; = 
telex: 28447 nmbsin. D, 


NMB Bank Amsterdam. " 
For eurodeposits and foreign exchange: 1 
telephone: 3120-5433184, telex: 14216 nmba nl. 
For foreign banknotes, gold and coin: 

telephone: 3120-5432530, telex: 14034 nmbno nl. 
For securities transactions and new issues. 
telephone: 3120-5432985, telex: 12009 nmbs nl. 
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GOLD 


There should 


be no rush 
to buy now 


By Robert Valentine in Hongkong 
G: has been in the doldrums since the beginning of 1983. 








Starting tie year at around US$450 an oz, prices had 

moved slowly up to US$500 an oz by mid-February. 
However, a sudien collapse towards the end of that month 
brought prices dewn to the US$420 level again, from where they 
barely moved fo the next four months. At the time of writing, 
there appears tobe little change and it seems unlikely that gold 
will show any significant improvement for the remainder of the 
year. 

As a result, tte metal continues to provide a somewhat dismal 
return on invesment — whatever gold bugs may say. Indeed, 
any investmentsince 1980 would by now have proved hopelessly 
unprofitable (alowing for inflation) and it would have required 
an investment a the average 1979 price of US$305 an oz to break 
even now. 

Nevertheles, all is not gloom for the months ahead, particu- 
larly if there i! any sign of upset on the international financial 
scene. The basic supply/demand situation appears extremely 
healthy in 198) with demand likely to outrun supply for the third 
year in succesion. In 1982, the deficit was approximately 250 
tons and this i likely to increase sharply to 450 tons in 1983, due 
to the contined surge in jewellery demand and a relatively sta- 
tic level of poduction. As always, a high level of Soviet sales 
could upset tle applecart, but it is unlikely they will exceed the 
1982 level of?00 tons provided oil prices remain stable. 

Central-bak activity is another imponderable and the above 
forecast assunes a neutral net government position, with official 
sales balaned by official purchases. However, it is more than 
likely that cmtral banks will emerge as net purchasers this year 
— as they wre in the past three years — particularly if prices re- 





Argentina has rescheduling problems: in Buenos Aires res people searching for vanished relatives battle with police. 


main at current reasonable levels. Furthermore, any govern- 
ment which requires cash will probably prefer to swap its gold 
for cash (in. other words, lend its gold out as collateral for a 
specified period of months) rather than sell it outright, thus pro- 
viding only a temporary source of supply to the market. 

The second bullish factor for gold is the continued uncertain 
situation on international credit markets. Attempts earlier this 
year to solve the problems of a considerable number of insolvent 
countries appear to have been partially unsuccessful, with the 
outlook for Brazil continuing to be of major concern. A mid- 
July rumour that Brazil could not repay its debt of US$400 mil- 
lion to the Bank for International Settlements — and an initial 
refusal by that institution to extend the loan — caused a tempor- 
ary market upsurge of US$17 an oz; and in the background, re- 
scheduling problems continue to plague a number of countries, 
notably Venezuela and Argentina. If a major crisis erupts on this 
front and the International Monetary Fund is unable to control 
the situation, gold will certainly soar. 

The final favourable factor affecting gold is the poss of 
revived inflation in the months ahead. While the United States 
Federal Reserve Board (the Fed) has certainly taken stringent 
steps to contain inflation — and the reappointment of Paul Volc- 
ker as chairman should tend to ensure continuity on this point — 
there are some grounds for concern that a measure of inflation 
might recur in the near future — given the rather unexpected 
strength of the US recovery — and the inability of the US to cut 
its budget deficit to a more reasonable level. For example, the 
0.5* increase in the producer price index for June caused some 
concern, as did news that US capacity utilisation had increased 
to 74.5%. 

Furthermore, M1 figures are considerably over target and the 
Fed has taken the official stand that this does not matter; how- 
ever growth in the basic money supply cannot be entirely irrele- 
vant to inflationary expectations. Last but not least, the lurking 
menance of default on international financial markets due to 
high interest rates may be seen to be more important ultimately 
to the worldwide economy than a routine dose of inflation. In 
this scenario, interest rates would be kept low by expanding 

money supply regardless of inflationary consequences. 

On balance, however, it is probably wishful thinking to 
suggest that either inflation or international financial markets 
will move out of control during the remainder of 1983. Thus we 
are left with a fairly solid (if unexciting) demand/supply position 
combined with a negative real return to the investor at qurrent 
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Ssangyong Construction Company 
Poonglim Saudi Arabia Construction Co. 
Taiwan Power Corporation US$ . 1982-1992 — 7 
PT. Garuda Indonesian Airways | USS 59 ~ 1982-1994 | 
Federation of Malaysia l US$ 1,100,000,000 1982-1992. ; 
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Oil & Natural Gas Commission of India F USS 30,200,000 1982-1992 | 


1982-1985 





Oil & Natural Gas Commission of India 163,400,000. 1982-1992. . 
Citra Partnership Auss 11,750,000 1982-1988 — 
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Republic of Indonesia USS 1,000,000, * 198391991. 
Oil & Natural Gas Commission of India uss 1983-1991 
PT Cold Rolling Mill Indonesia Utama US$ 218,000,00 1983-1993.. 
The Export-Import Bank of Korea US 1983-1991 
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Furning to regional MEE Singapore certainly led the field. 
'elation to new developments with the announcement in mid- 
uly that the Gold Exchange of Singapore (GES) had reached 
greement with the International Monetary Market, a branch of Y 
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will be able to buy a contract on one exchange and sell it on the 
Other, thus allowing the mutual offset of futures taken on either 
exchange and providing a total of 13 hours of trading each day. 

A number of technicalities remain outstanding in order to make 
the gold contracts compatible in Singapore and Chicago and cri- 
cs will no doubt point out that gold activity on the CME is very 
low compared with Comex in New York. Nevertheless, the link- 

| pecan be seen as an enterprising step towards the creation of a. | 





— Aron & Company 


nified 24-houifutures — and a further nail in the coffin of 
unregulated alernative markets stich as the loco Comex hybrid»: 
he plan will te submitted to the Commodity Futures Trading 
'ommission slortly. 


tthe sane time, the Monetary Authority of Singapore has | 
made onsiderable progress in tidying up the local gold. 
scene.ollowing the clamp-down on.speculative traders © 
last Septembr, by insisting that all gold traders — whether in- 
rnationallyminded or local — must join the GES. All those 
that do not aialify will have to cease trading and qualifications - 
include douling the necessary capital base to S$2 million 
(US$941,176. , 
Turning tc the gold-business scene in Singapore, activity re- 
mained relatvely quiet in the first eight months of 1983. A signi- 
ficant volunz of physical liquidation developed during the early 
months of tle year when prices remained high, but activity since 
slowed in lie with indecisive price trends. Official gold-import 
figures for anuary-May 1983 show a surprisingly high level of 





owhich: ruled i in — March. Business activi 
way — an interesting phenomenon i in the light of the supposed 
one-way investment demand in Japan — and for every three 
“| tons sold to the public earlier in the. year, one ton was sub- 
1 sequently sold back to the dealers. Goldi imports remained at the 
“very low level of 33 tons for the first six months of 1983, well 
down on the overall 1982 level of 140 tons. Some efforts were 
















es market. coveriag Sod forex and interest rates. Métrberé: | 


ons CN with 111 tons bei the whole of 1982) but us | loco- 







made to improve the market efficiency by developing a two-way 
loco Tokyo market (rather than simply onselling gold consign- 
ments at.a mark-up) and this trend will no doubt accelerate in 
the months ahead. Gold consignments are extremely costly to 
the consignor if they do not turn over quickly and the new ap- 
proach to loco- Tokyo trading will reduce these costs. 
meta markets also followed the generally quiet trend in 
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Low end of producer quoted range and low 
end of Matala Week dealer quoted range. 
— God. 
; . London dealer fferoon price. 


















x 








Silver 
Handy & Harman spot quote. 
Ali prices weekly average, in dollars per troy ounce. 
































BEVIEVCHART by Frank Tam 


the region, except for a burst of activity around the devaluation 
weekend of March 5-6. Activity on the Sydney Futures Ex- 
change remained extremely depressed and overall development 
of gold markets in Australia continues to be inhibited by ex- 
change-control restrictions. The local press reported in Tune 


. that pressure was mounting for the Reserve Bank to give a clear 


indication of its policy towards the growing bullion- -dealing mar- 
ket in Sydney, which would certainly be welcomed, given the 


| enormous potential inherent inthe domestic-production level of 


close to 1 million oz a year. - 7 

Last but not least, Hongkong w was no exception to the quiet re- 
gional scene. Futures activity remained at a very low level, and 
the Hongkong Commodity Exchange appears to have lost round 


one to Singapore in the battle for supremacy over regional fu- 
tures markets. Demand for physical gold was virtually non-exis- 


tent — indeed, Hongkong exported about 34 tons back to 
Europe for re-refining in the first five months of the year and 
there was little of significance to record in the daily workings of 
the Chinese — and Silver Exchange and the international E 
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THE FRENCH APPROACH 
FOR TOMORROW 


Today, Bull introduces CP8, the microcomputer card with 
unlimited possibilities. It can be used as a means of identification and 
checking access rights, as a portable file holding personal information, 
and as a new means of payment. 


As well as being highly versatile, the CP8 provides full security. 
Because it is fraudproof, the card constitutes a revolutionary new tool for 
bankers, opening new horizons for payment methods and banking services. 

CP8, with one embedded chip incorporating microprocessor and 
memory, is more than just advanced technology ; it represents a “savoir- 
faire” that Bull has put into practice with trials and working applications 
around the world. 

Electronic check books, pay phone systems, “home buying 
services”, point-of-sale terminals, private or confidential data processing 
with full security procedures and error-free devices. 

La Carte Unlimited: The French approach for your present and 


future requirements. 


.* l : — — m i 
Cii Honeywell Bull Far East Pte. Ltd. 16 Raffles Quay 55.05, Hong Leong Building, Singapore 0104. Tel.: 2244155. Telex: RS 22516 CIIHBS 
jakarta. Komputa. Tel.: 359583/389. Hong Kong. SHK. Tel: (5) 26.12.11. India. Spencer. Delhi. Tel.: 511495. Bombay 220851 





Jo make the right connections, 
look to the investment banking service 
with connections all over the world. 





Today you need connections to get ahead. And Bank of America's investment 
banking group can help you make them. Our global network and multi-currency 
finance experience give us ready access to world financial markets, plus a worldwide 
presence few banks can match. 

As advisors, our expertise can guide you through complex project financings, 
mergers, acquisitions, and divestitures. As financial specialists, we syndicate loans; 
structure, manage and distribute Eurobond issues; arrange private placements; and 
offer an extensive leasing operation. We're active traders in the world money markets. 
And we can combine investment and commercial banking instruments to create 
unique funding packages. 

Whether you need capital or just capital ideas, look to Bank of America. Call your 
Account Officer or our investment banking office in New York (212) 907-7746, 
san Francisco (415) 622-1698, London (01) 236-5266, Hong Kong 5-2676666, or 
Tokyo (81) (3) 214-6942. Make us the first connection to your future connections 
all over the world. e 


Look to the Leader.” 


£861 VSSIN E2ueuriy jo MURA @ - 204 J6QUJON - VS' IN Bovey jo JULA 





s 
ac 
LL) 
2 
hs 
O 
x 
ec 
eo 





GIB 


Evolvin ] capi tal markets demand 
new strengths in 5 m» ted fin ancing, 
GB provides t T) 


oes CT ane . 
pm pr 


since the foundation of GIB, the 
nk has been evolving rapidly as a 
der in many fields of international 
nking—one of the most significant 
ing that of syndicated lending. 
In the years 1981 and 1982, GIB lead 
naged or co-managed syndications 
alling US$37 billion, for a list of clients that 
juite literally—spanned the world. 


Today, GIB consistently appears in 
the top 30 banks engaged in this marke 
demonstrating the ability to meet the 
growing challenge of providing 

medium-term finance in an evolving world. 
This is just one of the comprehensive range 
of commercial and merchant banking services 
through which GIB provides solutions — 
whatever the problem. 
(Plant and production line photographs: SIDALM, Italy.) 
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By Reginald Child in Seoul 
n their relatively short history, South Korea's merchant 
TI^ have built up an important role in short-term financ- 
ing, providing foreign-currency loans and in investment- 
trust business: now they face not only increasing prospects but 
also challenges, particularly associated with the development of 
South Korea's still fledgeling capital markets, 

The six merchant banks — Korea Merchant Banking Corp., 
Saehan Merchant Banking Corp., Asian Banking Corp. , Korea- 
Kuwait Banking Corp., Korea French Banking Corp. and 
Korea International Merchant Banking Corp: — were all estab- 
lished under the special 1975 Merchant Banking Corp. Act 
(MBCA) as 50:50 joint ventures between foreign banking 
groups and South Korean interests. Foreign partners came from 
Britain, West Germany, Kuwait, Saudi Arabia, Hongkong and 
Japan and included such names as Barclays International, 
Lazard Bros., Chemical International Finance and Hongkong 
and Shanghai Banking Corp. Local interests are typically South 
Korean banks, major corporations and securities companies. 

Their establishment was originally promoted at a time when 
there was need to diversify sources for inducing foreign capital. 
However, they were also encouraged as a source for providing 
medium- and long-term loans, corporate financial-advisory ser- 
vices and access to advanced financial techniques and expertise. 

Although not allowed to accept deposits locally, make com- 
mercial loans or undertake insurance business, they can engage 
in a wide range of financial 
activities including factor- 
ing, leasing and security in- 
vestment-trust ^ business. 
Each bank has its own speci- 
fic character and strength 
but generally their main 
sources of income have 
been from issuing and dis- 
counting short-term paper, 
providing foreign-currency 
loans and undertaking sec- 
urities investment-trust bus- 
iness. This is despite the fact 
that the right to engage in 
short-term . money-market 
operations was originally 
granted to compensate for 
their weak competitive pos- 
ition during the early stages 
of development. 

The six banks have grown 
strongly and total assets at 
end-April stood at Won 1.1 
trillion (US$1.5 billion) 
compared with Won 867 bil- 
lion a year earlier and just 
Won 69 billion at the end of 
1977. This amounts to 
around 1% of the assets of 
all South Korean financial 
institutions and is about a 
fifth that of the foreign 
banks. 

In the initial stages, mer- 
ghant banks relied fairly 
heavily on the issuance of 
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short-term notes as a source of funds, but over the years foreign- 
currency borrowings have become increasingly important to the - 
point where they now account for around a half, with notes is- 
sued making up a fifth. | 
Similarly in the use of funds (excluding securities-investment- 
trust and guarantees) the share of funds used in note-discounting: 
has fallen from 65% in 1978 to around 30%, while that for 
foreign-currency loans has increased from less than 10% to — 
40%. The share of medium-term loans has remained relatively 
small, T 
Last year the banks’ operating margins were effected by slug- — 
gish corporate capital-investment demand, the fall in domestic — 
interest rates to below the cost of foreign borrowings and deve- 
lopments in the short-term money markets in the wake of the” 
kerb-market scandal. Net income tended to fall, though earn- 
ings comparisons have been effected by a change in the account- — 
ing year for South Korean non-bank financial institutions from. 
year ending December to year ending March, However, private. 
capital-investment has now picked up and demand for foreign- 
currency funds this year has become more active. n 
In addition to their direct lending in foreign currency, banks - 
have also increased their involvement in inducing foreign capital 
on behalf of South Korean borrowers. Last year for instance, — 
saehan Merchant Banking Corp., which has concentrated on 
the development of this business field, acted as manager and ad- 
viser for a US$310 million syndicated loan to Korea Electric 
Power Corp. M 
With the government pursuing a tight monetary policy — and. 
commercial banks reining in on lending — South Korean corpo- - 
rations have resorted increasingly to more direct forms of 
financing such as the issuance of commercial paper and corpo- ^ 
rate bonds. While this increases competition for merchant banks 
in raising their own funds in the short-term markets, it has — 
boosted their business in capital-market activity. | 
Merchant banks participate actively in the management and. 
underwriting of government, public and corporate bonds andin 
the guarantee business in 
relation to debentures is- 
sued by private enterprises. 
| Taking advantage of low- 
DAE coupon rates in effect since 
June last year, domestic 
firms raised a record 
amount of funds in 1982 
through issues of corporate - 
bonds. The total amount is- — 
sued was double the 1981 - 
level reaching Won 2.1 tril- 
lion and issuing activity has 
remained buoyant in 1983. 
This has provided brisk 
underwriting and guarantee - 
business for merchant 
banks, though with the issue - 
of paper outmatching inves- — 
tor demand there are some — 
problems of placement. 
Merchant banks are also — 
heavily involved as inves- 
tors in domestic-bond is- 
sues, especially in their role - 
as securities investment- - 
trust management com- 
panies, which they share 
with the three domestic spe- — 
cialised — investment-trust — 
companies. Similar in na- 
ture to mutual funds, invest- 
ment-trust companies place 
zi * trust funds in securities by — 
a Tae £| issuing beneficial certifi- 
—— cates to each investor. 
bo US$310 million. With last year's interest- - 
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rate cuts maintaining a significant gap be- 
tween vields on bank de posits and invest- 


ment-trust beneficiary certificates. (896 
versus approximately 14% in March 
1983), investment-trust companies have 


shown continuous growth and are now the 


major underwriters of corporate bonds. 

Although with a recent lowering of bond 

rates to 1175 the trusts are reducing their 

acceptance ratio of the total volume of in- 

vestment-trust shares outstanding of some 
| 2.9 trillion (one share equals Won 1 at time 
| of esti i ! 


of establishment) at end 1982, those of the 


merchant banks accounted for around a 
tenth. Further expansion of the banks' 
trust business is limited by a ceiling on 
shares of five times net worth which the 
banks are subject to under the MBCA, 
though this ceiling may be increased. 


he government, plans to develop 
further the still relatively imma- 
ture bond and equity markets, 


partly to improve the companies financial 
structure and to attract funds from non-in- 
stitutionalised markets. This may provide 
further opportunities for merchant banks, 
| such as in providing corporate-financial 
advice, a traditional merchant-bank role 
which has so far been difficult to develop in 
South Korea. Draft plans recently re- 
leased by the Ministry of Finance include 
proposals to: 

» encourage corporations to issue new 
shares through rights offerings: 

> case restrictions on going public; 

allow medium-size firms to enter the 
capital market; 

» enable non-listed firms to buy securities 
issued by venture businesses and other 
small companies. 

The moves are also seen as steps to 
strengthen the market prior to opening it 
up gradually to foreign investment by the 
end of the decade. Already merchant 
banks have been indirectly involved in 
drawing foreign interest to the South Ko- 
rean stockmarket and in advising on the es- 
tablishment of the two international in- 
vestment trusts offering units through 
foreign-securities companies for invest- 
ment in South Korean domestic securi- 


Imagine the world 100 years ago. Imagine it ties. 

see i TUS mar — sa However, if there are good prospects for 
tomorrow. Men with vision and resourcefulness the further expansion of merchant banks, 
have created the world today and will shape it 
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particularly in the provision of financial 
advice and inducement of private foreign 





tomorrow. Sumitomo believes in the future. : va ee en there vA also rece — 
` ` SR | Y Wu petitive challenges. As part of the liberali- 
We offer you our wealth ol experience, expertise sation moves for the financial sector, depo- 
' Fide MA E — | — sit- money banks will in the future increas- 
and sophisticated banking systems, so you can Iis Gaskins ‘inet mechant banks’ tel 
share in the growth and prosperity we are hess areas. | 
z * ne Sy : H Additionally the government wants to 
confident of achieving. We know how to make encourage the establishment of bigger sec- 
RACE Sota ER PR on urities firms up to international standards 
today's vision tomorrow's reality. and will allow foreign-securities com- 
panies to hold up to 1096 capital in their 





south Korean counterparts — and possi- 
bly from next year. The projected larger 
securities companies, which will be al- 
lowed to establish overseas branches, will 
also be able to deal in such business areas 


& SUMITOMO BANK 


2, Marunouchi l-chome, Chiyoda-ku, Tokyo, Japan as payment guarantees on corporate bonds 
and purchase and sale of commercial 
paper. . i 
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Fears are that rup 
may become harder 


By Manggi Habir in Jakarta 

espite a record build-up in.assets and earnings in the past 
D: ending March 31, non-bank financial institutions 

(NBFIs) — with the introduction of new banking regula- 
tions — are becoming increasingly concerned whether the good 
times of easy money are finally coming to an end. The fear is that 
the NBFIs, already disadvantaged in their efforts to attract 
scarce rupiah funds because of existing tax regulations, are ex- 
pected to find rupiah-funding more difficult now that state banks 
are free to set their own deposit rates. The effects are not being 
felt yet with the rupiah market, still liquid after the March de- 
valuation, but with the dominant role and potential effects of 
state banks in the rupiah markets, NBFIs are worried that their 
future funding activity could be severely jeopardised. This could 
mean reduced activity not only in their lending activities done 
through the money markets — currently their main source of 
earnings and activity — but also the fledgeling capital markets: 
an area in which, now that they are placed under the supervision 
of the Ministry of Finance (MoF), NBFIs will apparently be 
forced to be more active in future. 

One determining factor behind the NBFIs' impressive assets 
growth and earnings was the 
27.6% rupiah devaluation in 
March. Last year, the country's 
balance of payments came under 
extreme pressure with persistent 
world recession and the glut in 
the world oil market. The poor 
export performance — together 
with growing imports — led to a 
rise in the current-account de- 
ficit. This fuelled considerable 
speculation about a major 
rupiah devaluation which grew 
stronger towards the end of the 
year. In anticipation, borrowers 
scrambled to obtain whatever 
forward-exchange cover was av- 
ailable for their foreign-ex- 
change risk on their foreign-cur- 
rency loans and to convert the 
remaining ones to rupiah loans. 

Consequently, the demand for ———— Am * 
rupiah loans rose dramatically |" 9 © | ^ 
and, with banks constrained in | -- 
adding additional rupiah loans 
on their books because of assets- 
ceiling restrictions, many ran to the NBFIs. Unlike banks, the 
NBFIs' assets growth is limited only by a gearing ratio of 15:1, 
which can be easily overcome by raising the subordinated 
shareholder-loan portion — considered by the monetary au- 
thorities as part of the capital base. As a result of the surge in 
rupiah-loan demand, NBFIs' assets soared by as much as 
53.8%: Rps 744 billion (US$953.85 million) as of March 31, 1982 
from Rps 503.4 billion a year ago. In contrast, the NBFIs' previ- 
ous year's annual growth amounted to 31.8%. A significant part 
of this growth was funded by offshore borrowings made possible 
by doubling NBFIs' swap facilities with Bank Indonesia (BI), 
the central bank. Rupiah availability in the market started to dry 
up, raising interest rates as high as 29%. 

Most banks and NBFIs also prepared for the devaluation by 
slowly increasing their rupiah borrowings to finance the build-up 
of US dollar assets. Additional rupiah funds were also obtained 
by not renewing borrowings under uncommitted facilities at 
rhaturity. So, by the time the rupiah devalution took place, most 
NBFIs had their positions substantially covered. This is re- 
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iah-funding 





flected in the substantial growth in earnings (by as much as three 
times) to Rps 8.1 billion for the first quarter of 1983 from Rps 2.9 
billion.a year ago. Most NBFIs have booked their foreign- 
exchange gains in the first quarter of this vear. In contrast, tlie 
previous year's first-quarter earnings growth was 24.5%. 

After devaluing the rupiah, BI made another surprising 
move. This time it lifted assets-ceiling restrictions on banks and 
allowed state banks to set their own deposit rates. The intention 
was to encourage state banks to mobilise additional domestic 
rupiah resources to replace the cheap rupiah-liquidity credits it 
is now getting from BI. Two major state banks, Bank Bumi 
Daya and Bank Dagang Negara, immediately doubled thoir 
rupiah-deposit rates to 15-16% , causing considerable apprehene 
sion among banking circles. Given the state banks’ dominant 
position in the rupiah local market — accounting for some 80% 
of total industry loans and deposits — any significant change m 
policy would have a sizable impact on the local money markets. 

This is particularly worrisome to the NBFIs which are already 
disadvantaged because of existing tax regulations with respect to 
rupiah funding. Under the regulations an investor's interest in- 
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Road-building in West Kalimantan: the state highway company will raise Rips 100 billion with three bond issues 


come from rupiah bank deposits is tax free, but interest income 
from rupiah placements with NBFIs are subject to corporate in- 
come tax. This is one reason for the generally higher interest of- 
fered by NBFIs as opposed to banks. But in the past, with the 
state banks not particularly active in the market because of their 
low fixed-deposit rates, NBFIs had little difficulty funding them- 
selves despite tax regulations. With the freeing of deposit rates, 
however, state banks are expected to play a more active role in 
the domestic money markets. 


BFIs are, therefore, calling on the monetary authori- 
ties to review existing tax regulations and allow a tax 
exemption on interest income from rupiah placements 
is, NBFIs argue, would allow them to compete 
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with NBFIs. 
for rupiah funds on the same basis as banks. But, so far, there 
has been no reaction from the MoF. 

The feared shift of substantial rupiah funds to state banks, 
however, has not yet taken place and some analysts feel that it 
will be some time before state banks will have a significant affect 
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to deposit their rupiahs with state banks — would have to adjust 
their marketing strategy and service efficiency significantly if 
they are to attract more funds from the market effectively. 

Aside from a change in their rupiah-funding outlook, NBFIs 
now have to contend with the MoF as opposed to BI which is 
considered to be more familiar with the banking and financial 
sector. The reasons for this switch is not entirely clear, but ob- 
servers feel that MoF, which has control over the inactive capital 
markets, would like to have more leverage in forcing increased 
NBFI involvement in the share and bond market. 

But carning- opportunities in the relatively young and unde- 
- veloped capital markets are very limited and, with the stock ex- 
change not allowed to perform its market function, the future 
- Outlook is not very promising. With limitations on sharp share- 
- price fluctuations, Indonesian investors tend to stress dividend 
Be yields. But, in a recessionary situation, listed companies have 
— had considerable difficulty in providing dividend yield that 
l . Closely resembles yield on bank deposits. It is not surprising 
- therefore. that investors' interest in share investment is on the 
"decline. This is reflected somewhat by the drop of the Jakarta 
— stockmarket index to 97 in July this year from 100 in August last 
| p 
| Last year, a total of six equity issues went to market with a 
y - total volume of Rps 20.3 billion. This year four equity issues 
i - have been offered and another five to seven issues are under 



















L E 


- MALAYSIA 


Not a 
brilliant 
: year 


a Patrick Smith in Kuala Lumpur 


hen Malaysia's merchant banking industry developed a 
L. A t dozen years ago, it was given a specific mission: to 
facilitate the transfer of corporate wealth to bumiputras 
“(Malays and other indigenous peoples) under the New 
onomic Policy (NEP). While still pursuing this function, the 
country’ s 12 merchant banks are being looked to increasingly for 
> other tasks: to act as a catalyst in the government's plans to re- 
"witalise private investment and to assist in the nation's move 
T from commodity production into manufacturing and advanced 
E Bau y. These are among the basic goals of the current five- 
* "year plan (1981-85); itis clear the government now attaches con- 
siderable importance 
bankers are to play in ichiëving them. 

E — Last year was not a brilliant one for the merchant banking in- 
. dustry here. After a brisk period of expansion in 1981, when 
- total resources grew by 30%, activity slumped in 1982 along with 
m the rest of the economy. Resources grew by a more modest 
23.8%, to M$3.59 billion (US$1.53 billion). Lending activity 
— grew by 15.5%, against 40% in 1981. Loans extended last year 
totalled M$370 million. Fee-based activities grew by 18%, or 

- M$13 million, compared with a 66% gain in 1981. 
- Reduced growth in the volume of fee-based activities, on 
which the government continues to place much emphasis, was 
- almost across the board. Takeovers, acquisitions and capital- 
restructuring deals totalled 24 last year, against 41 in the previ- 
ous period. Merchant banks underwrote 20 share issues valued 
— at M$256 million, compared with 29 worth M$347 million in 
- 1981. Reflecting the downturn on the Kuala Lumpur Stock Ex- 
— change, the volume of portfolio funds managed fell from M$951 
million at end-1981 to M$682 million. The banks did nine pro- 
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n se & gos Mei adds be lax: 
ame the i hii issue Sto bc undonub- 
3FIs are becoming more cautious 
about bringing new issues to the market — to the great concern 
of Bapepam (the capital market executive agency), whose ob- 
jective is to inerease the number of listings (currently at 16). 

Bonds, after being absent for about two decades, re-emerged 
this year. So far three five-year bonds each carrying 15.5% 
coupon rates have been offered. All have been issued by govern- 
ment entities and represent government efforts to encourage 
state bodies to seek off-budgetary financing. Carrying fixed- 
interest income, bonds appear to be more easily accepted by the 
local investor but, due to the.soft market, not all issues have 
gone smoothly. 

Jasa Marga, the state highway company which was the first to 
issue bonds amounting to Rps 23.7 billion, plans to raise an addi- 
tional Rps 100 billion in three successive bond issues. Until now 
two NBFIs that have been active in bonds have been Ficorinvest 
— partly owned by BI — and Merincorp owned by the state 
bank, Bank Ekspor Impor Indonesia, Morgan Guaranty Inter- 
national of New York, Sumitomo Bank of Japan and Mees and 
Hope Finanzgesellschaft A. G. of Holland. 

Meanwhile, the NBFIs' outlook for the rest of the year is not 
particularly encouraging. With funding problems looming on 
the horizon, demand for additional loans not likely to pick up 
soon and capital markets still not expected to be a source of sig- 
nificant earnings, it will be tempting to just let the impressive 
first-quarter earnings compensate for the expected slack in the 
remaining three quarters. 
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ject feasibility studies in 1982, compared with 20 the previous 
year. Leasing activities and bridging finance both declined in ab- 
solute terms by M$18 million and M$4.2 million respectively. 

The only area where growth outpaced the previous year's ac- 
tivity, in fact, was in loan syndications. Last year the 12 banks 
raised M$2.18 billion in 52 separate syndications, compared 
with 23 loans totalling M$344 million the previous period. The 
banks themselves took an 11% share of this business last year for 
themselves. 

All Malaysia's merchant banks were successful in deriving at 
least 30% of their income from fee-based activities — a require- 
ment introduced to encourage the development of expertise in 
the merchant-banking community and to avoid duplication with 
the activities of commercial banks. But the spread in thisis wide: 
fee-based earnings ranged from slightly in excess of the mini- 
mum for some banks to some 6345 for others, leaving the aggre- 
gate for the industry last year at slightly more than 40% (down 
from 45% in 1981). 

In calculating this, bankers suggest that Bank Negara (BN), 
the Malaysian central bank, would be likely to average income 
over several years in the case of any bank whose income dipped 
below the mark. What is more, BN includes bankers' accept- 
ances in its calculations of fee-based income. Bank commis- 
sions, made up mostly of acceptances, accounted for some 2095 
of fee-related earnings last year. » 

This year looks more promising — haved on renewed — 
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ne veteran merchant banker, “but it may be considerably bet- 
ihan 1982.” 

Indeed, —— mid- July there were already eight rights is- 
"s. the largest being the early July offering of 33.4 million 
ares of Harrisons Malaysian Plantations at M$2.10 per share 
it.value M$1). Total rights issues. in the period were worth 
$199.4 million. Including one deal arranged last December, 
w.issues up to July 1 totalled six, with a combined value of 
1$137.1 million; all were oversubscribed at least 20 times. 
Tie. year’s largest new issue so far (46 million shares at 
4$1,30 each) was the floating of Development and Commercial 
lank —- handled, not surprisingly, by Merchant Bank sub- 
idiary D & C Nomura, 
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"I wouldn't expect an entirely rosy performance, i ' says l into 1984. Corpore finance activity, to whatever extent it re- 
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projected t to extend well 


vives along with the economy, is. expected to be concentrated 
among small- and medium-sized, companies. 


peculation also centres on the extent to. which the capi- 
tal restructuring required by the NEP will also revive. 

P With restructuring exercises virtually completed in the ex- 
tractive industries and among plantation groups, attention is 
now focusing on manufacturing companies. There are some in- 
dications, however, that the government is pressing companies 
to produce restructuring plans with less urgency than in the past 
— in part reflecting a desire to present a more hospitable image 
to potential investors. 

Attention is also focusing on the banking sector. It was re- 
ported in May that bumiputra participa- 
tion in banking activities had reached 70% 
— far beyond NEP's 30% requirement — 
making it the leading sector in terms of 
bumiputra involvement. Both the Hong- 
kong and Shanghai Banking Corp. and the 
] Chartered Bank, prominent among 
foreign-owned banks here, have restruc- 
turing plans under way — though these 
may now be delayed. 

But beyond this there are the large Sin- 
.| gapore banks — Oversea-Chinese Bank- 
|| ing Corp., Overseas Union Bank and 
|| United Overseas Bank (and its affiliates, 
-| Chung Khiaw and Lee Wah) — none of 
which have been restructured. Some mer- 
| chant bankers believe Kuala Lumpur will 
| tread lightly in urging these institutions to 
| restructure their equity, in view of the in- 
| terests of Malaysian banks in Singapore. 
| But others argue that such exceptions 
| would cause resentment elsewhere. 
|| "HongkongBank and Chartered would 

| certainly see undue delay on the Singa- 
pere. banks as unfair," one source notes. 
| "It; will be an interesting area to 
watch. ” 
Apart fromthe role merchant banks are 
x “to play in capital restructuring, BN is also 
stressing direct investment by banks in 
| new capital projects. “It isnot widely 
known that merchant banks are permitted 
to. invest in corporate equity to provide 
venture capital [or seed money] to assist in 
the growth of enterprising businesses or 
| new industrial ventures," the bank said in 
] its 1982 annual report. "On the whole, 
| each merchant bank is permitted to invest 
“up to 10% of its paid-up capital and pub- 
lished reserves in the shares of a single en- 
terprise, or up to 1076 of the paid-up capi- 
tal of the enterprise in which it invests.” 

"Such reminders are much in keeping 
WE | with the government's desire to maximise 
SE | usc. of the banking sector as an engine of 
d development... Merchant. bankers also 
|: point out that this represents a basic shift 
|l from. British-style merchant banking, on 
which the industry here has been model- 
1 led, towards German or Japanese invest- 
dd | ment banking. “Those paragraphs [in the 
M | BN’s annual report] came as a surprise to 
Tuy a of us,” Pasig: one merchant 
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here, one close observer said, try to operate à 
able profession standards. But rather than 

dustry emerge over the next several years, ti 
like to see an industry-wide improvement in 





SINGAPORE - 


By V. G. Kulkarni dE 

erchant bankers used to be busy writing loan docu- 

M s parcelling out large chunks of other people's 
M money to needy corporate and sovereign borrowers. 

Nowadays, with large-scale syndicated lending on a downward 

trend, many merc 

the old loan d 











scheduling debt t phe: 
Latin America and parts of Eastern Europe. 


. With the international banking community exposed to mas- |. 
sive risks of overlending, investment bankers in Southeast Asta’ 


are exercising great caution though there are unlikely to be any 
defaults in this region in the near future. The caution is reflected 
in a euphemism — rewriting the terms of finance — which essen- 
tially is an exercise in reviving 
creditworthy clients are finding that loan terms are getting more 
stringent, which in turn will affect the overall volume of lending. 
Merchant bankers in Singapore who generally cover 
Malaysia, Indonesia and Singapore will find themselves heavily 
under-lent this year. "New loans are very very slow in the mak- 


ing," says a European banker. "For syndicated loans 1982 was: : 


not a good year and this year is going to be worse," adds a lead- 
ing American banker. - | 

With lending becoming more risky and less fashionable, bank 

ers have switched to the growth sector of fee-based activities: ad- 

vice on corporate affairs involving mergers and takeovers. At- 

tention has also shifted to underwriting rights issues and new 

public listings with the Singapore and Malaysian stockmarkets 

. coming alive again. Bankers seem to be saying that, instead of 

risking depositors' funds on large-scale direct loans, they would 

prefer to take lesser burdens of underwriting if the investing 


had risen to 43: seven more have 
h Kleinwort Benson becoming the 50th 


ant bankers are reduced to rewriting some of — 

ments. In Asia, they do not yet call it re- 

s: that phenomenon is still largely restricted to | : 

| = - *] incorporate financial services. 

has the largest capital base among merchant banks incorpo 
in Singapore, emphasises syndicate loans. Others like St 

- Chartered Merchant Bank Asia Ltd and Citicorp's Capita 


the rates of interest. Even. 


Cs Merchant banks by their very nature are a diverse 












j Singapore have no capital base of the 





foreign-currency deposits from non-residents, to borrow fori 


ae corporate financial advice and 
-them span the whole range of activities despite thei 


fices or representative 






"BN was also disappointed with the industry's response to 
cures introduced in late 1981 allowing merchant banks to 


currency from non-residents and to lend in foreign currenc 
Malaysians. Such loans last year, the bank reported, amou 
to only M$34 million, “while foreign-currency deposits accept 
by the merchant banks remained negligible.” l 
Bankers cite two reasons for the industry's failure to resp 
to the government's initiative, which was intended to expanc 
industry's funding base. First, foreign currency still has lim 
use in Malaysia (with the exception of equity purchases. 
foreign-owned companies or equipment imports). so in 
rates on foreign deposits are not competitive with those of 
elsewhere and most such deposits would have to be converted 
Malaysian dollars (ringgit) anyway. Second, the tax struct 
including a 40% corporate tax plus development taxes and 
cess-profits taxes ranging up to 10%, have been prohibi 
are now proposing these taxes be reduced to encou 
n-exchange commitments. “The government 
ne,” a banking source concluded, “but e 


ll be a slow process.” 





Some specialise in loan syndications while others are | 
still others in gold and 
r special 
Some are incorporated in Singapore while others are bra 

entative offices. European institutions lik 
dine Fleming, Morgan Grenfell and N. M. Rothschild speci: 
| | | Dresdner South East Asia 


ket Group arrange loans which are funded by their parent 
mercial banks. More than a third of merchant bankso 
ir own. However, ot 
like Wardleys — a subsidiary of the HongkongBank — | 
their own capital base. E 

Most operate the currency units and so, taken as a group 


first quarter of 1983, up 9.1% from the correspon 
year earlier which was 
liabilities for the year ending March 1982 was a hefty 32 
capital and reserves amounted to 6.4% of their total assi 
liabilities at the end of March 1983 as against 5% a year prev 
ously. : 
oans and advances to non-banking customers sho 
E j^ steady growth of 26% at the end of the first qu 
of 1983 amounting to S$12 billion as against a grow 
25.7% in 1981-82. Loans to customers in Singapore (which f 
a very small part of their business) were up from S$1.26 bill 
March 1982 to S$1.7 billion a year later. Loan figures fo 
1983-84 are expected to be less healthy. | 
Banks are not required to publish their income derive 
corporate advisory services, underwriting and operatio 
gold market. Such income, along with other non-loan inc 
reflected as other assets. Other assets of merchant ban 
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— the extent of merchant banks’ ac- 
- tivities in the Asiadollar market. 


- risen from US$27 billion in 1978 


— we 


_ tive in the Asiadollar market, jus- 
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March 1983 were down to $$13.5 million from the year ear- 
lier total of S$592 million. However, this figure is only a par- 
tial reflection of income from these sources because how banks 
split their income between their Singapore offices and parent or 
associates abroad is not known. 

However lucrative the corporate advice and underwriting in 
the local market may be, it is small potatoes because more than 
80% of liabilities of locally operating merchant banks is due to 
banks outside Singapore. In other words, merchant banks at the 
end of March 1983 owed S$18.1 billion to banks outside Singa- 
pore, which in turn had lent S$8.6 billion to Singapore merchant 
banks. 

Singapore merchant banks' dealing with banks abroad — total 
borrowings from and lendings to — are twice as large as their 
lending portfolios to non-banking 
customers. This is indicative of 


Total assets of this market have 


to US$54 billion in 1980, US$85 
billion in 1981, and stood around 
US$103 billion at the end of 1982. 
After reaching the US$100 bil- 
lion-mark in August 1982, the 
market has fluctuated between 
US$99 billion and a high of 
US$104.97 billion in April this 
year: by the end of May it was 
down to US$100 billion again. In 
addition to merchant banks there 
are many commercial banks 
which have licences to operate 
Asian Currency Units and are ac- 


tifying Singapore's role as a 
major regional financial centre. 

The continuing growth of the 
Asiadollar market has also seen a 
rise in certificates of deposit and 
bonds denominated in US cur- 
rency. The unflagging strength of 
the US dollar against other cur- 
rencies and the volatility of in- 
terest rates has also given rise to 
floating-rate certificates of depo- 
sit (FRCDs). 

In the first half of 1983 FRCDs 
worth USS185 million were is- 
sued by several Western and Japanese banks and brokerage 
houses like DBS-Daiwa, Nomura and Merrill Lynch. During the 
same period, Asiadollar bond issues amounted to US$340 mil- 
lion. 


— 


ith the outlook for syndications not very rosy, 
We merchant bankers are looking to the local stock- 

market for corporate advice and underwriting business. 
Although the Singapore and Kuala Lumpur stockmarkets saw 
some profit-taking and necessary corrections to the bull run by 
the middle of this year, the prognosis by most analysts is that the 
markets are headed upwards and many rights issues and new list- 
ings are in the works. By the end of May 1983, 22 listed com- 
panies had announced rights issues totalling about S$1 billion. If 
the market holds to its course, more than S$1.5 billion is ex- 
pected to be raised on the stockmarket in Singapore before the 
year is out, according to stock analysts. In June-July Keppel 
Shipyard made a bid for Straits Steamship which will end up 
costing the bidder anything up to S$500 million. Jardine Flem- 
ing, DBS and N. M. Rothschild were involved in the Keppel- 
Straits Steamship takeover saga. Competition among merchant 
bankers for other corporate business for rights issues was known 


to be fierce. 
New listings in the first half of 1983, given the buoyancy of the 
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Singapore shipbuilders: Keppel made a bid for Straits Steamship. 
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Merchant bankers, along with other financiers, have also been 
active in lending money to stags — people who buy shares to un- 
load immediately at a profit — in the case of new issues. With 
oversubscriptions running so high, there is hardly any risk in 
lending a few million dollars to a stag for a few weeks for a new 
Issue. 

A development of long-term benefit to the merchant-banking 
sector came in March this year as Trade and Industry Minister 
Tony Tan announced tax incentives to help the loan-syndication 
business. Income from loan syndication was exempt from tax — 
the earlier tax rate was 10% — for the five years beginning April 1, 
1983. However, soon after the tax break was announced in the 
budget proposals, it became subject to criticism because of the 
ambiguous nature of its wording. For a syndication to qualify for 
the tax exemption the Ministry of Finance (MoF) must be con- 
vinced that the "larger part of the 
syndication process must be done 
in Singapore." 

This process is lengthy and in- 
volves several stages of negotia- 
tion among involved parties not 
necessarily stationed in Singa- 
pore. MoF has not announced 
any guidelines over tax exemp- 
tions and as yet there is no way of 
merchant bankers finding out 
who will qualify and who will not 
before they settle a deal. For their 
part the authorities are biding 
their time by simply stating that 
each case will be judged on its 
merits. As Hongkong offers such 
concessions with hardly any ques- 
tions asked, it is doubtful whether 
Singapore's status as a syndica- 
tion centre will be enhanced by 
the tax break unless the govern- 
ment clearly defines the regula- 
tion. 

Another snag in relations be- 

tween the government and bank- 
ing sector is the issue of the island 
republic as an investment-fund 
management centre. In April this 
year, Morgan Grenfell's Singa- 
"^ pore-based Asian Investment 
PE PES Fund, a unit trust set up in I981, 
—— —— 
— shifted its registration to the tax 
haven of the Channel Islands. 
Investment-fund managers rou- 
tinely buy and sell equities: if such gains from sale of invest- 
ments are to be taxed as trading profits rather than capital gains, 
unit trusts have no incentive in locating in a place like Singapore. 
Despite repeated pleas from local-unit trusts, the government 
has not clarified the legal ambiguity. So Morgan Grenfell's unit 
trust decided to move its base. With all the local pension funds 
controlled by the government's Central Provident Fund scheme, 
there is no scope to manage local pension funds for merchant 
bankers, though some of them hold out the hope that the gov- 
ernment may allow some multinationals to organise their own 
funds. So, if overseas funds are to be managed from Singa- 
pore, the government must provide tax incentives, the argument 
goes. 

According to banking sources, First Deputy Prime Minister 
Goh Keng Swee is opposed to allowing too many trust funds to 
operate from Singapore as he thinks it will internationalise the cur- 
rency too much: some say he views it as another gambling gim- 
mick like commodity and stock options. Younger members in 
the cabinet like Tan and Defence Minister Goh Chock Tong are, 
however, not known to be averse to the idea of a fund-manage- 
ment centre. But the Monetary Authority of Singapore headed 
by Goh Keng Swee wants to keep a close watch on the banking 
sector and is unlikely to agree to favourable treatment of the 
fund-management business. * 
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~ PROFITS ARE EARNED y THROUOH-USE-— -NOT OWNERSHIP — _ OF EGUIPIENT 
NOW, WE MEET ALL YOUR NEED — 
ANYTHING THAT BELONGS IN THE CATEGORY OF 
MACHINES AND EQUIPMENT IS AVAILABLE — MACHINE TOOLS, 
CONSTRUCTION EQUIPMENT, MANUFACTURING MACHINES, 
SHIPS AND AIRPLANES, OFFICE MACHINES, 
FREEZING EQUIPMENT — AND SO FORTH. 


THROUGH OLC'S NETWORK 
WE NOT ONLY MAKE YOUR BUSINESS COMPLETELY ESTABLISHED WITH LEASING 
BUT ALSO PROVIDE ALL FINANCIAL SERVICES YOU NEED 





OLC's subsidiaries and affiliated Companies in Asia a H 4 

Hong Kong — Orient Leasing {Asia} Ltd. Orient Leasing (Asia m 
— Orient Leasing (Hong Kongi itd. 

Singapore — Orient Leasing Singapore Ltd. 


Malaysia — United Orient Leasing Co., SDN, BHD 0 2 nt Le H HK Ltd 
Indonesia — P. T. Orient Bina Usaha Leasing rie asing a 


Korea -- Korea Development Leasing Corporation Equipment Leasing Specialist 


Licenced Deposit-- Taking Company 








F Philippines — Consolidated Orient Leasing and 
Orient Leasing Co., Ltd. — panera ere a 30th Floor, United Centre, 95, Queensway, Hong Kong. 
: Thailand — Thai Orient Leasing Co., Ltd. Tel: 5-295522-7 Telex: 75680 OLCHK HX 
TOKYO Sri Lanka — Lanka Orient Leasing Co., Ltd. 


China — China Orient Leasing Co., Ltd. 





connection: — . 
Bank of Tokyo. 







Bank of Tokyo pro- 
vides the seamless connec- 
tion between your local and 
international banking needs. Bank 
of Tokyo does this with superior ser- 
vices at both local and worldwide levels with 
a network more extensive than that of any 
other Japanese bank. Over 240 offices, 
representative offices and subsidiaries with 
their offices and 1,900 correspondent banks 
become powerful assets on your side in 
today's demanding financial environment. 

Compare our performance. We believe 
you will find it speedier, more reliable and 
more economical. From organizing world- 
wide syndicated loans to rapid foreign 
remittances to considerate local services, 
Bank of Tokyo provides the meticulous 
concern you deserve. 
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THAILAND 


There's much 
business ahead 


By Kovit Sonandang in Bangkok 
N: that Thailand’s corporate companies are growing 






beyond the traditional family-sized business and the 
nation is heading for industrialisation, a number of lead- 
ing financial institutions have become more serious in tapping 
the growing demand for financing and consultation through the 
introduction of merchant-banking services. Commercial banks 
have started to utilise the specialisation that their staffs have in 
providing financial services in both forms of financial services 
and loan arrangements. 

Although they are just beginning, merchant-banking opera- 
tions of Thai financial institutions are not limited only to the 
domestic market: the Bangkok Bank, Asean's largest, has now 
spread its services throughout South and East Asia. It has been 
doing well particularly in Indonesia, Malaysia, Singapore and 
Hongkong notwithstanding the domestic market. In Indonesia it 
has arranged a syndication of US$23 million for P T Distinct In- 
docement and helped an Indonesian firm acquire an oil-depot 
ship for hire to a Canadian-British oil-drilling joint venture. Just 
recently, the bank prepared a new financial structure and neces- 
sary documents for an Indonesian firm in acquiring a US$10 mil- 
lion fund from overseas. In Malaysia, it provided consultancy 
services to local interests in the acquisition of a major stake in a 
British-owned company. It also arranged a syndicated loan and 
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Bangkok Bank's Chote; director of merchant banking . . 


export credit of US$40 million for a drilling-rig contractor in Sin- 
gapore which received an order from India last year. 

The bank’s senior executive vice-president, Chote Sophon- 
panich, who is group director of the newly created merchant- 
banking department, noted that currently business outside Thai- 
land is more lucrative as the combined volume in countries in 
this region is normally bigger than that of Thailand alone. 

Locally, the bank began its merchant-banking services around 
two years ago when it joined with a Japanese bank and an Ame- 
rican to act as consultants for Thai Oil Refinery Co's US$800 
million refinery expansion project. After this it was appointed 
coordinator in acquiring a US$300 million short-term fund for 
the firm to finance the project. The long-term fund had been 
managed by a British and a French bank. Last year the Bangkok 
Bank joined with a consortium of Japanese banks in providing a 
US$30 million syndicated loan for Thailand's gas-separation 
plant and with United States banks in providing USS180 million 
iri syndicated loans for the Electricity Generating Authority of 
Thailagd. 
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“Thai banks are in a better position to tap the potential in this 
area except for underwriting business, which is prohibited by 
law, as they have expertise and are larger," commented Chote 
on why Thai finance companies do not compete with banks. Fi- 
nance companies’ lending is subject to a single-loan-limit ruling 
of 25% of their capital fund. The largest finance firm, Asia Cre- 
dit, which has a capital fund of around US$30 million, can lend 
at the most US$7.5 million to one client. The amount is consi- 
dered too small. However, they try to do what they are capable 
of doing — underwriting. 

Asia Credit president Sunthorn Arunanondchai and his friend 
Sivaporn Dardarananda, who is now president of a leading fi- 
nance and securities company, Thai Investment and Securities 
Co. —a joint venture of Bankers Trust, Thai Farmers’ Bank and 
Dai-Ichi Kangyo Bank — jointly announced recently that they 
will join hands in venturing into the underwriting business. As 
Sivaporn put it: “We were set up originally as a merchant bank, 
but we could not do much about it because of the current legal 
framework — firms outside the stockmarket cannot offer shares 
to the public." That prevented firms from being listed in the 
market and took away the underwriting business which is the 
bread and butter of finance and securities companies. 


first buying the bulk of shares from firms which want to 
be listed and then reselling those shares to the public at 
prices which, as agreed with the firms, give the underwriters à 
certain spread as fee. They did this for East Asiatic, one of the 
oldest European firms, which needed more capital for expan- 
sion. They are currently doing it for Siam Credit Leasing and 


Hi both firms have recently found a way out, by 


ae 


. and Amnuay, senior executive adviser and executive director 


they will go on doing it until the recent Public Company Act is 
amended. Besides Bangkok Bank, Siam Commercial Bank, 
another bank which eyes additional revenue from providing 
merchant-banking services and some finance and securities 
firms, the country's development bank, the Industrial Finance 
Corp. of Thailand (IFCT) is far-sighted enough to realise the po- 
tential of tapping merchant-banking business. Corporation pre- 
sident Sukree Kaocharoen disclosed that the corporation's po- 
licy now is to give more merchant-banking services, particularly 
to small industries, which would also enjoy loans from the cor- 
poration. Previously IFCT gave loans only to large and medium- 
sized industries. IFCT's merchant-banking services to small in- 
dustries will also cover financial-management consultation and 
credit guarantee. It has recruited and trained more staff to pro- 
vide the services and early next year it will set up a credit guaran- 
tee institute as separate entity. 

Despite more venturing into the merchant-banking arena, 
Bangkok Bank's senior executive adviser and executive direc- 
tor, Amnuay Viravan, who chairs an eight-member executive 
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look like poor relations in the local finan- 
lging from the Official list of the country's 
rations in gross revenue terms last year. 
l Danks are there — 21 of them in the first 100 
an f fact — and so are the 20 offshore banking units, 
a the other hand, only six of the 10 merchant banks. better 
own here as investment houses, are on the list. 

The last of the 1,000 listed is credited with a gross revenue of 
.43 million (US$3.33 million). Since they are not on the list 
nd assuming that they reported their operational results to the 
nment agency concerned last year — the. following mer- 
int banks must have grossed below P 36.43 million: Citicorp 
ilippines Inc., First Metro Investment Corp., Pacific Capital 
rp. and Philippine American Investment Corp. 

Operational fortunes so far this year are not yet known, whe- 
on a first-semester or first-quarter basis. But some of the re- 
ant signs are quite encouraging for financial intermediation. 
nain revenue source of merchant banks. During this year's 















































ket, grew by P 1.88 billion to reach a level of P 18.44 billion 

Aarch 31. During the whole of last year, the increment was a 
ule P 111.4 million because most funds went to banks as 
gs and time deposits, not to the money market as place- 
ts in commercial paper and other debt instruments. 





ow the P3.27 billion average quarterly accretion recorded in 


ven so, merchant banks seem to feel that they are an en- 
gered species. Some have sought or are seeking cover under 
mbrella of bigger financial institutions. Ayala Investment 
as year and Private Development last year became mere units 
Bank of the Philippine Islands and Far East Bank and Trust 
3., respectively. More or less the same thing could happen to: 
icorp Philippines and First Metro Investment: they are ar- 
ranging functional tie-ups with Citytrust Banking Corp. and 
tropolitan Bank and Trust Co. 
At the very least, however, they are expected to stay in busi- 
ness, like Ayala Investment and Private Development but un- 
ike Atrium Capital Corp. and Bancom Development Corp. The 
ast two became casualties of the financial storm caused by the 
635 million caper pulled by runaway business tycoon Dewey 
Dee in 1981. Despite a massive bailout by the government, they 
collapsed and had to be absorbed: Atrium Capital by Interna- 
ional Corporate Bank and Bancom Development by Union 
nk of the Philippines. - 
The backlash of the storm was still felt in early 1982, but the 
overnment did not find it necessary to provide emergency 
iancing for any of the merchant banks. By October of that 
ar, the central bank's supervision and examination depart- 
was able to report that merchant banks were managing 
r loan portfolios very well. It described the ratio of their 
ined past-due loans to total loans, which then stood at 
o, as “manageable and acceptable." It also noted that me 





* 



















hree months, deposit substitutes, traded on the money 


^s a result, savings and time deposits reached P55.21 billion - E 


es. In this year's initial quarter, however, only P966.4 million xd | 
deposits were generated by the banking system, well 


; Cem 













n or industrial project 
iliser complex on the eastern. 










chant banks with locked-in collectibles were providing valuation 
reserves to cushion losses in case of loan write-offs, 

As it has turned out, some merchant banks are in a way strik- 
ing out for somewhat bigger stakes in their investments, while 
playing safe with their loans, This is preparatory to a planned 
shift to thrift banking, which is made up of 12 savings banks — 
about the same number of private development banks — and ( 
more than 100 savings and loans associations. While more. 
numerous, they are relatively smaller. The thinking seems to be 
that thrift banking offers more profit opportunities than mer- 
chant banking. — agp | 7 

At least four merchant banks want to follow the lead of Piso. 
Bank (formerly Philippine Investment Systems Organisation), 
now a successful development bank. The chosen route is via ac- 
quiring existing institutions instead of setting up new ones. AEA 
Development wants to buy Monte de Piedad Savings Bank. 
while Merchant Investment and State Investment are in the mar- 
ket for similar banks. Philippine American Investment has al- 
ready purchased First Summa Savings and Mortgage Bank. 

The contemplated shift must have been prompted by the in- 
creasing inroads of commercial banks into the traditional bread- 
and-butter source of merchant banks. The threat comes mainly 





. | Position Netincome P million 
] onlist 1981 | 1982 





Ayala Investment and Development Corp. 


188 . 20.7 | 7.40 
Private Development Corp. of the Philippines 196 17.46 10. 23 
State lnvestment House Inc. 300 13.78 | 6.54 4 
Merchant Investment Corp. 654 420 ] L35- 4 
AEA Development Corp. 664 2.49 | 1.56 
Anscor Capital and Development Corp. 798 7.01 | 8.59 


[ Source: Official list of top 1.000 corporations, — 


iK 





from so-called universal banks, not only because of their huge 
size but also because of their expanded area of operations. Uni- 
versal banks have many more assets, much more capital. Their 
licences cover both commercial and merchant banking as well as 
a host of other financial activities. 

Merchant banks are also keeping a close (and worried) watch 
on offshore banking units which, of late, seem to be getting ag- 
gressive. If reports are correct, they are pressing monetary au- 
thorities for at least limited commercial-banking licences and, to 
get what they want, are asking their multinational corporate par- 
ents to use their collective clout on decision-makers here, In 
most cases, the head offices are among this country's major 
creditors. 


petition in financial intermediation and, therefore, itistime ” 
E er institutions or move to 





















By Jayanta Sarkar in Calcutta 


erchant banking has emerged as one of the fastest grow- 
M: businesses in India: its best days are ahead, not be- 
ind. Most existing taps of corporate finance in the 
country are likely to be made tighter by way of conscious govern- 
ment policies to face up to the resources crunch: merchant 
bankers with their expertise and ingenuity in mobilising corpo- 
rate funds can look forward to playing a bigger role in such a 
situation. 

A reappraisal is now going on in government circles about the 
role of public financial institutions in corporate operations. 
These institutions, including the nationalised commercial 
banks, have come to be a major source of funds for most private- 
sector ventures. It has been said that a relatively big business 
house in India today can undertake a venture of, say, Rs I billion 
(US$101 million) with nothing more than some Rs 200 million 
contributed by the promoter, the balance being taken care of by 
financial agencies and the public. 

An important section of policymakers are not happy with this 
state of affairs. They feel this practice mainly helps the estab- 
lished houses and in effect shuts off the emergence of new en- 
trepreneurs. They would like financial institutions to play the 
role of a catalyst with their money rolling over in quick turns. An 
official committee has been set up to go into these issues and 






SAMUEL MONTAGU & CO. LIMITED 
Merchant Bankers 


114 Old Broad Street, London EC2P 2HY 
Telephone : 01-588 6464 Telex : 887213 


Asia-Pacific Region 


Hong Kong 
Samuel Montagu & Co. Limited 
2201 Connaught Centre 
Connaught Road, Central 
Hong Kong 
Telephone : 5-210661 
Telex : 61172 SAMON HX 


OCBC Centre 


Sterling and currency advances and deposits 
Acceptance credits 
Corporate financial advice 


Eurodollar bonds, Eurosterling and 
Bulldog issues 


Floating rate notes and certificates of deposit 
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Singapore 


Samuel Montagu & Co, Limited 
65 Chulia Street # 41-01 


Singapore 0104 
Telephone : 910311 
Telex : 28943 SAMONS RS 








ONGC's Bombay High: the company's loan is now US$1.17 billion, V» 
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| 
major changes are likely to follow when its report is published. 
The other fact, now come to the fore, is that financial institu- — — 
tions hold anything between 25% and 50% of the shares in most ~ 
leading companies. Many institutions operate on the stockmar- — 
ket in a big way and, until now, have been content with — 
low profile — despite having considerable voting rights — in the — 
companies’ managerial affairs and have generally baulked ef- — 
forts to dislodge the existing management as long as it per- — 
formed reasonably well. ii 
But now the government is taking a fresh look at the situation — | 
and has made it clear it is not going to scrap the provision — _ 
largely dormant on the statute books for more than a decade — __ 
to convert into equity 20% of the original face value of loans 


[l 


Tokyo 
Samuel Montagu & Co, Limited 
Representative Office 
Imperial Tower 
1-1, Uchisaiwai«ho }-chome 
Chiyoda-ku 
Tokyo 100 
Telephone : 502 3671 y 
Telex : 2224072 SAMON | ! 





Export and project finance 
Foreign exchange, bullion and foreign b 
bond dealing | 

Investment management services ‘a 


| 
(through Montagu Investment Management Limited, | 
à wholly owned subsidiary) 
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you cannot afford to pass . . . 


The China 
.. Official Annual 
. . Report 1982/83 
All the information 
on China you'll.éver 
need! $ 
Now only US$60,00 


oe 


[r1 


The 939-page China Official Annual Report is without 
doubt the single most complete reference work ever 
produced about China. Its contents range from the land 
and its people to business, economics, finance, culture, 
education, politics, science and technology and countless 
other subjects. 
What is it? 
The result of thousands of man hours the COAR 1982/ 
33 was written and edited by the New China News 
Company, a group of dedicated professionals who know 
China intimately. The result is a book of unmatched 
breadth and depth. 
Who needs it? 
Completely indexed, the COAR 1982/83, like the Law 
Annual, places thousands of facts and bits of information 
at your immediate disposal. And like its companion 
publication the COAR is essential to businessmen, 
financiers, students, professors and virtually anyone with 
a need to know or a keen interest in China of today. 
Liberal use of charts, maps, tables and colour photos 
makes the COAR enjoyable as well as informative 
reading. 
How to get it 
Order your copy(s) now by simply completing the 
coupon below and returning it together with the indicated 
payment of US$60.00 (or the equivalent in local 
currency). 





Law Annual 
Report of China 
— 1982/83 


A road map through 
the labyrinth of 
China's legal system. 
Now only US$85.00 





The continued redirection of China's priorities towards 
foreign trade and its broadening contacts with other 
countries and regions has necessitated many revisions 
and adaptations in its laws. The Law Annual Report 
now puts these changes into perspective in a single handy 
up-to-date volume. 

What is it? 

The Law Annual Report is the most up-to-date, 
complete work of its kind. With its easy, readable format 
and clear indexing this 536-page volume literally places 
China's legal system at your fingertips. 

Who needs it? 

If you are a lawyer, a business executive, financier, 
industrialist, or anyone currently doing or planning to do 
business with China then the Law Annual Report is a 
must for you. A small investment in this book today 
could save you money, time and wasted energy in the 
future. 

Professors or students of China will find the Law Annual 
Report an endless source of information essential to the 
true understanding of the legal system of this enigmatic 
giant. 

How to get it 

Simply complete the coupon below today and send 
together with your payment in the amount of US$85.00 
(or equivalent in your local currency) per copy to the 
indicated address. 





Order both books and save US$15.00. Clip and mail this coupon today!.Send to: 
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| Circulation Manager, Far Eastern Economic Review, G.P.O. Box 160, Hong Kong. 
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1 A) LJ Please send ........ copy(s) of | B) [j Please send ........ copy(s) of 

n The China Official Annual The Law Annual Report of | 
Report 1982/3 for which I China 1982/3 for which I 

| enclose US$60.00 per copy. | enclose US$85.00 per copy. The China Official Annual 

| A For surface mail delivery For surface mail delivery 


add US$7.00, for airmail add US$7.00, for airmail 
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ures in this ina big way. One obvious 

| ents is that the private corporate sec- 

tor will seek to tap t sources more and more to meet its 

block and working-capital requirements. This has to be done 

within the permitted debt-equity norms fixed by the government 

in consultation with the stock exchanges and others in the light 

of the project (capital-intensive or not), its importance (priority- 
sector or otherwise) and other criteria. | 

Merchant bankers should be the biggest beneficiaries. During 

the past couple of years the corporate sector has raised about Rs 

10 billion annually from the market in one way or the other. 

There has been a spate of convertible and non-convertible de- 

benturés, supplemented by fixed deposits raised from the pub- 

lic. Almost hese issues have been handled by merchant 

bankers. and in the coming months and years this line of busi- 

ness is bound to grow sharply. 

. The other main growth area is likely to be mobilisation of 

offshore loans. New Delhi's policy in this respect is ambivalent: 

| while it feels that such loans could develop into a major line of 

ce financing, it is at the same time painfully aware that they add to 

|. the nation’s foreign debt burden and should thus be held within 

manageable limits, —— ^ - 

^ Business in offshore loans is steadily picking up. A modest be- 

ing w vith a US$50 million loan for the Oil 

sion (ONGC), the country's principal 

duction agency. By 1981, the loan had 

1.07 billion, bettered by the following 


The merchant banke 


corollary of thes 





















India's unimpeachable record as a borrower — untarnished 
even by the present balance-of-payments uncertainties — has 





With near 600 branches in France and total 
customers’ deposits of 27 billion french francs as 


of December 31st 1982, Crédit du Nord is a leading 


bank in its own country. 
Established since 1848, Crédit du Nord has 
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A leading french bank 


: b Overseas network : Belgium, Brazil, Canada, italy, Monaco, Singapore, Spain, United Kingdom, U.S.A., West Germany 


. sein complex, six gas-based fertiliser plant 
and a few thermal and hydroelectric 





are soon li 




















engaged in merchant banking have openetbspe 


> 
equipment-leasing operations. COSE 

Otherwise, more conventional activities like project coun 
ling. tying up funds for overseas Joint ventüres, arranging buy 
supplier credits and pre-investment studies for investors à 
full swing. Merchant bankers have proved their usefulness anc 
firmly established their claim as important elements in the c 
porate world. NEN ee 

But there are also dangers. Companies without sufficie 
paration or suitable background are entering the busine 
hope of making a quick buck. They cannot only lower th 
ard of service but also shake the confidence ofthe 
world. It is also a fact that merchant banking has. 
only the upper crust of Indian business and is almost ikn 
the small- and medium-scale sectors. Still another facto: 
high cost involved in floating the issues, which many comp 
find difficult to bear. | J 






always devoted its activity to commercial _ 
banking, and gives you the opportunity to ta 
advantage of its experience by contacting th 
International Banking Division, 57, Boulevar 
Haussmann - 75008 PARIS- Télex : 641379 CDN 
































Asia 


a a houses over "half of mankind. Every day events are 
ippening here that not — shape Asia's future but af- 
he 


S comer can afford to ignore them. Nor can any 





Decide for yourself whether any other single 
m puts the economic, social and political realities 
ia at your fingertips as does the Asia Yearbook. 


In Its 24th Edition 
Asia 1983 Yearbook, celebrating its 24th anniver- 
is bigger and more comprehensive than ever be- 








one into greater detail, with deeper insight, to pro- 
à book that no Paraon who has any Nonus with 
acan afford to ignore. 


Asia 1983 Yearbook includes: two new chapters i in 
ecial Section, namely ASEAN and Fishing. You 
1 familiar chapters and features as well: a Re- 
Hound- up, The Power Game, Population & Food, 

Bank and Asian Development Bank, Asian Fi- 
nce, Asian Investment, Energy, Commodities, Avia- 
on, Shipping, Trade & Aid, West Asia, Islam, South 
'acific and Asian Organisations. 


he main body of the book contains chapters on 32 
untries. Each is divided into 3 sections: political and 
cial, foreign relations, economy and infrastructure 
anging from Afghanistan through China, to Korea and 

pan, down through the Philippines to Australia and 
New Zealand, and then back to Pakistan via India, In- 
donesia, Singapore and Malaysia. 


As in the past, the Yearbook has an abundance of 


Narts, tables and graphics to illustrate the material, in- 
iu ing a full military profile of every country. 
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Hid: Is Rr ete with up-to-date reviews onits 
s and Social Affairs, Foreign Relations, Economy 
structure. The Yearbook gives you — 
info m 





minus he myth: 
1983 


utive or scholar or anyone who has dealings with . 


Matching the rapid pace of Asian development, we 


Oo: , 
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| ste ry, 









also been supplied with a set of vital statistics compiled 
against a master questionnaire provided by Yearbook 


experts. 


How We Did It 

Published by the Far Eastern Economic Heview, the 
Yearbook is the result of thousands of man-hours spent 
every year. Every week, every year, the REVIEW'S cor- 
respondents provide on-the-spot reports from. every 
major Asian capital. From Islamabad to Tokyo, Peking 
to Canberra. And virtually every area of- interest 
throughout Asia. This leading team of writers, analysts, 
experts and research staff contribute (as they have reg- 
ularly for 24 years) to keep the Asia Yearbook pertinent. 
To give you Asia, minus the mystery. Minus the myth. To 


give — Asia as ny the dad Eastern nomie Review 
can. 


Soft Cover: HK$110/US$16. 95/£9. 95/S/M$38. 50 
Hard Cover: HK$130/US$19.95/£11. .75/8/M$45.50 
For airmail Solivery, please add: ~ ~ HK$39/US$6/£3. 50/S/M$13.50 


p————————————— — 9 
R0901' Y31 
. To: Publication Division, | 
Far Eastern Economic Review, 
GPO. Box 160, 
Hongkong 





The Wabi Megane of Awa Busnes 


Please rush me copy/copies of the Asia 1983 Yearbook as 
indicated. | enclose a cheque/postal order for 


Phentermine — 


Name  — 
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Address 


RENNES Ic cxx 
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. Asia 1983 Yearbook (Soft Cover} 
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Asia 1983 Yearbook (Hard n ; 

Price: HK$130/08$19. 95/£11.75/$ ii each 

No. of copies aca -Erby surface ry by airmail’ 


"For airmail delivery, please add- “me - HKS39/USS6R 0/S/M$13. 50 
per Sopy, | 
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3y Brian Robins in Sydney : 


fter-a rush of new merchant banks opening their doors e of subsequent positions on customer accou 





The crackdown followed the 10% devaluation of t he Au 





over the past decade, a limited rationalisation of the in- 
XT. dustry is presently under way; and this may result in.the 
“number of groups operating as full merchant banks being re- . 
duced over the next few years. © SUE E 
But it is not likely that there will be any major reduction of 
merchant, banks operating here since they are on the verge of 
gaining access to the trading floor of the Australian stock ex- 





„Jian dollar in early March, which had been preceded by ah 
"outflow of hot money in common anticipation of a devaluatio 
In the week prior to devaluation, A$1.5 billion (US$1.33 bi 
* RBA's move followed a substantial increase in foreign-ct 
| -« rency hedging activities undertaken by a few private banks am 
changes: This will provide them with the opportunity to round T^ number of major merchant banks. But while RBA has control 
it can exercise over trading banks, it can really only use m 


out their range of services both to the corporate client and pri- | | 
suasion when it comes to merchant banks, asJong as they are n 


|, had left the country. 


vate investor. 

-. A number of merchant banks have established cash-manage- 
ment trusts over the past two years or so, which has enabled 
“them to tap the small investor and build up client lists: and 

hanges under way with the securities industry may result in 

‘merchant banks being able to deal directly in stocks and shares 

c through the floor of the stock exchanges which, for some, will 

^ provide an enormous fillip to their operations. | 

Full details of whether merchant banks — and others — will 








| 
| 
| 
| 
i 
l 
b | ! | New Zealand, where they can continue their FX trading witho 
^ fave full access to the stock exchanges through wholly owned | the same strictures. — ee ee uw 
~ subsidiaries will be determined over the next six months while | Freeing the entire FX market was a key reco datio 
; the trade-practices commission is expected to ratify the propo- | the Campbell Committe of Inquiry into Australia's financial 
als in the first quarter of 1984, mE © | tems, but the authorities are cautious about adopting this rec 
“© With the sharemarket in a bull phase, there have been a | mendation due to the major ramifications it would have 
~~ number of new share issues, but the bulk of this business has | operation of domestic economic policy. But if the shift o 
^ bypassed merchant banks. Underwriting has not been a major | sonnel and activity across to New Zealand continues, this. 
| spart of the business of merchant banks in Australia, though they | force the authorities to act. ! | 
— : have participated to a limited degree. But some have been keen. Involvement of some merchant banks in this sector is 
to build up their expertise ahead of any changes which will give | large and Barclays Australia, an offshoot of Barclays Bank 
them greater access to the equity markets. . | boasted it had a forward book of “well in excess of US$2 bi 
‘With the declining level of economic activity in Australiaover | at its last balance date of December 31, 1982. It has gi 
.the past six months, falling corporate demand for funds and little | strongly since then. Barclays is not uncommon and there are 
corporate interest in mergers or acquisitions, most merchant | eral merchant banks with books of similar size. By and large 
. banks have had a tough time and been forced to move further | merchant banks’ expertise in this area has far outstripped th 
-into fringe areas of activity, as well as attempt to broaden their | trading banks, though it is a gap the banks are keen to clos 
DINE M. Í New starters in merchant banking over the past few year 





















chent base. ^ — — . | 
Raaut now that the bottom of the recession 

^hasbeen reached, mostsuggest that corpo- 

rate-loan demand is slowly improving and 

.. there is now. interest in reviewing corpo- 
^ rate strategies with a view to undertaking 
some mergers over the coming months. F 

But a major area of change for a | AMERICAN 
number of merchant banks over the past EXPRES 
few months has been the crackdown 


undertaken by the Reserve Bank of Aus- SHEARSON / AMERICAN EXPRESS FINANCE LIMITED 


tralia (RBA) on dealing in third curren- | —— 
cies, which has been an area of enormous (A Licensed Deposit- Taking Company) P 


growth over the past three years, espe- : — 
cially tn view of ihe enormous renath ol Services & Activities : | 
`. the US dollar. | *CORPORATE FINANCE (MERGER AND ACQUISITION) 
| In a letter sent to banks in late March, *INVESTMENT/FINANCIAL ADVISORY : 
== “RBA reminded local banks they should *CALL AND TIME DEPOSITS 
^ not trade in foreign currencies 5 " : 
i a E CE. "EQUITY UNDERWRITING AND TRADING 
The letter stated: "We wishtoremindall |. | FOREIGN EXCHANGE 
banks that consistent with reserve bank in- "PORTFOLIO MANAGEMENT 
structions on foreign-exchange [FX] trad- "PROJECT FINANCE 
ing by banks, banks may buy or sell FX in | | | 
overseas markets spot or forward against 


another-foreign currency for the purpose 7/F ST. GEORGE'S BUILDING, 2 ICE HOUSE STREET, HONG KON 
of covering FX positions arising from ap- TELEPHONE: 5-257261 TELEX: 86413 SAEFL HX _ 
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primarily been wholly owned offshoots of big foreign banks, a 
marked change from the first round of big merchant banks es- 
tablished here which were primarily consortiums of big foreign- 
owned banks. But the problems associated with just who would 
stand behind the consortium affiliate — and in some cases con- 
flicts over future-development strategies — had led to some 
seeking to offload their equity in the consortium banks in favour 
of hanging up their own shingle. 

But, in addition over the past two months, the two biggest life 
offices have also moved further into merchant banking as part of 
an overall strategy aimed at rounding out their range of activities 
in the corporate-service sector. 

Recently the biggest life office, the Australian Mutual Provi- 
dent Society (AMP) bought Morgan Grenfell's 2595 state in 
AMP-Morgan Grenfell, making it a wholly owned affiliate. 
AMP has been the slowest of the big life offices in broadening its 
activities in the banking field but it sees this move, for an undis- 
closed price, as being a key part of its as-yet unspecified thrust 
into banking. AMP-Morgan Grenfell's balance-sheet total is in 
excess of A$540 million, ranking it as one of the biggest forces 
within the industry. 

AMP has yet to spell out how it intends beefing up its new 
merchant-banking arm, but it too is likely to be the vehicle used 
by the society to push further into the securities industry which 
will be possible under changes yet to be introduced. While buy- 
ing Morgan Grenfell's 25% equity in this merchant bank, AMP 
has also taken up a 5% direct holding in Morgan Gren- 
fell. 

As well, the second biggest life office, the National Mutual 
Life Association (NML), which has recently completed a 
merger with the T and G Mutual Life Society, has also expanded 
its interest in merchant banking through the purchase of Samuel 
Montagu's 40% stake in Capel Court Corp., giving it 100% con- 
trol of a merchant bank with a balance-sheet total of A$550 mil- 
lion. In addition, NML also has a 50.1% interest in Citinational. 
another merchant bank: the remaining 49.9% of this group's 
capital is held by Citicorp. 

There is a proposal presently before the authorities which may 
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Üpec's 68th meeting in Helsinki in July: resources-spending is heavily contingent on these oil ministers raising their price. 














result in the NML buying Citicorp's equity in Citinational. In re- 
turn, Citicorp wants to take full control of Grindlays Australia, 
which is a wholly owned affiliate of Grindlays Bank plc, which is 
in turn 49%-owned by Citicorp. Citicorp far prefers to control its 
offshoots completely in Australia and the present proposal is 
being considered by the foreign-investment review board for ap- 
proval. 

The authorities have taken an increasingly tough stance when 
it comes to foreign ownership of companies operating in the fi- 
nance sector, though the proposed changes to the ownership of 
both Citinational and Grindlays would appear to conform with 
government guidelines. 


some merchant banks is limited to date, the slowdown 
in domestic-growth projections as a result of the slowing in 
the rate of resources-spending — which was heavily contingenton 
a rising Opec oil price — may force some other merchant banks to 
re-evaluate their presence in Australia, since the level of business 
is not enough to justify the extraordinary number of merchant 
banks now active in the market. 

Some have been forced to fight aggressively for business. 
which has often involved trimming margins and taking on high- 
risk clients. While this may be considered sauustactory as an ini- 
tial means of building up a client base, some may consider it un- 
satisfactory for the longer term. 

While most merchant banks have been keenly awaiting the 
granting of new banking licences, the administration of Prime 
Minister Bob Hawke has established another committee of 
review, the Martin Committee, to recommend changes 
suggested in the Campbell Committee report. While rank-and- 
file membership of the Australian Labor Party is opposed to the 
introduction of foreign banking licences, senior party officials 
are not thought to have similar objections. However. prior to 
the granting of any domestic banking licences to offshore 
groups, the authorities are likely to encourage the establishment 
of more locally owned banks: no indications of timing are availa- 
ble. . 


B: while the degree of reorganisation of ownership of 
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Bangkok Bank Limited 


The Asian International bank 


Our expertise in Asia can be 
measured by our growth. 
Bangkok Bank has achieved 

its leadership position by helping 
business in Asia grow faster. 


Branches in Tokyo, Osaka, 

Hong Kong, Singapore, Jakarta, 
Kuala Lumpur, Taipei and London. 
With Agencies in New York and 
Los Angeles, Representative Office 
in Hamburg. 


Total assets: US.$ 8.4 billion 





Facts about Burgan Bank: Kuwait 


Burgan ... the word derived from Arabic, meaning ‘formation of 
white and black rocks’ was the domed hill area where once cara- 
vans stopped on their travels in the Arabian Peninsula. Again it was 


at Burgan that the first and the largest oil field was discovered in 
February 1938. 
e Burgan Bank S.A.K. was established under an Amiri Decree in 1975 
(banking operations started in 1977), with the Government retaining 
majority ownership of the bank's equity. 


m r 
Six years of consistent growth (total balance sheet as at 31.12. 1982,: 
US$2.149 billion), and multinational experience of key executives 
have contributed to make Burgan ... a trusted name in banking. 


If you are in the process of choosing a bank in Kuwait for Contract or 
Project Financing, Trade Financing, Loans, Deposits, Funds Man- 
an agement, Foreign Exchange, Syndication of bond issues . . . contact 
Burgan Bank, Kuwait. =) 
The Nation's Bank. — E— . 


Burgan Bank S.A.K. 


P.O. Box 5389, Safat, Kuwait. Tel: 417100-9. 
Telex: 23309 BURGAN KT 


















The flacon in the picture contains actual oil from Burgan oil field. 
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The war that was surely to come 





At Dawn We Slept by Gordon W. Prange. 
Penguin. HK$72 (US$9. 95). 






EARLY on Decembe 1941, hundreds 
of aircraft took off from four carriers of 
the Imperial Japanese fleet and set course 
for Pearl Harbour, less than 200 miles 
away. Midget submarines were scuttling 
along the seabed into Pearl ahead of them 
towards the United States Pacific fleet. 
berthed undispersed and uncamouflaged. 
As usual, because of the fuel shortage 
the fleet was spending the weekend in 
port, while the Hawaiian radio — ordered 
_ to stay on the air so that incoming Flying 
-Fortress B17 bomber reinforcements of 
the US Army could home in on its beacon 
_ — was unknowingly guiding in the enemy 
. strike force. 
^. The breakfasttime carnage was hor- 
-rific: the US Navy lost eight battleships, 
three light cruisers and three destroyers. 
Four auxiliary craft were sunk, capsized or 

. heavily damaged. The navy also lost 88 
< aircraft. The US Army Aviation Corps 
» had 77 aircraft destroyed and another 128 
damaged; 2,403 Americans died and 1,178 
were wounded. 
The Japanese lost only 29 aircraft, one 

. large submarine and five midgets. But 
* they never destroyed the fuel stocks and 
they never found the Pacific fleet's two 
* aircraft carriers — they were not near 
. Pearl at the time. But the Japanese navy 
. had paid the US Government the compli- 
i. ment of doing exactly what Washington 
^ hoped it would do: make the first move 
against the US somewhere in the Pacific in 
the war that was surely to come. 
Then US president Franklin D. 
Roosevelt knew it was inevitable: Japan- 
ese troops were already killing and raping 
in China and Manchuria and had moved 
into French Indochina after France was 
defeated in Europe by the Germans; the 
emperor’s invasion fleets were heading to- 
wards British Malaya and Singapore, US 
installations in the Philippines and Dutch 
East Indies positions in Java and Sumatra. 

. Worse than that, Japanese truculence and 
aggression had caused Roosevelt to order 
an oil embargo on Japan in August, leav- 
ing the Japanese navy with less than 75% 

-. of requirements for a two-year war. 
. The Japanese obliged Roosevelt cer- 
« tainly, but in a place where no one — least 
of all, his navy (Adm. Husband Kimmel) 
and army (Gen. Walter Short) comman- 
^ ders expected it. Anywhere else — Wake 
= Island or Midway or a sudden heavy as- 
* sault at sea — had been envisaged: even 
. Gen. "Douglas MacArthur in the Philip- 
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eventuates with Japan, hostilities [could] 
be initiated by à surprise attack on the 
fleet or naval base at Pearl Harbour. Pos- 
sibilities of a major disaster . . . warrant 
taking every step as soon as possible that 
will increase joint readiness of the army 
and navy.. 
work on possible attack scenarios, there 


was no attempt to keep a round-the-clock | 


air and sea watch for Japanese shipping 
heading towards Hawaii. 

Short made little use of his radar, his 
aircraft were not dispersed and could not 
take off quickly while their ammunition 
was stored elsewhere; and he looked on 
his job as being only to guard Hawaii, not 
to use his aircraft to look for the Japanese 
navy. That was the task of Kimmel (with 
whom he had little contact) who admitted 
at his court of inquiry that, for a period of 
134 days in separate periods during the 


previous six months, he had been unable | 
to find out where the carriers whose air- | 
craft carried out the airstrike had gone. In | 


fact they travelled north almost as far as 
the Aleutians before turning south and ap- 
proaching Hawaii in total radio silence 


until the “Tora, Tora, Tora" (Tiger) suc- 


cess signal was flashed by the first aircraft 
over Pearl. Japanese submarines also kept 
silence, though an energetic mini-sub 
commander nearly blew the gaff when he 


" Yet, despite constant staff | 


| 
| 
| 
| 
| 
l 
| 
| 
| 
| 
| 
| 
i 
| 
| 


was sunk by a US destroyer 62 minutes | 


ahead of the arrival of the first planes. 
Adm. Isoroku Yamamoto, who put the 
amazing pre-emptive strike together, had 






TRAVEL 


At rest in the lap of luxury 


The 300 Best Hotels in the Worid by 
Rene Lecler. Macmillan, London. £5.95 
{US$9.30). 


THIS is a book to make the traveller's 
mouth water. There is something about 
luxury hotels that sets anyone to dreaming 
about how it would be to be a millionaire 
and to spend one’s life travelling — stay- 
ing only in the very best of places, of 
course. 

Even the names of some of the hotels 
here are enough to conjure up a vision of 
luxury: who could resist, for instance, the 
Golden Lemon, Dieppe Bay, St Kitts? 
And this reviewer wishes he had known 
about the Sebel Town House in Elizabeth 
Bay on various visits to Sydney. Indeed, 
there are already manv well-travelled exe- 


cutives who use this book as their bible — 


and swear they have never encountered a 


bad hotel. 


However, there are doubts about a 
couple. The title is definitive — the best — 


| 
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beginning" — a flowery reminder thi 


































































the green slight | ! 
six carriers he demanded; the othe 
remained (with their. aircraft) in 
of the southern operation force p 
troops ashore in Indochina and M: 
Yamamoto saw the Pearl Harb. 
tack as a way of neutralising the U! 
for six months during which time 
southern operation would plunge do 
New Guinea and the Solomons 
exploit the rubber, tin and oil ric 
Southeast Asia. He dreaded war with 
US because he knew Japan couldn 
But, with oil for his ships in imited 
he was determined to pile up his.g 
high as he could before his governme 
nally had to come to terms with 
that it had taken on the world. .. 
The Japan Times commented 
over mountains are symbolie o 








go-ahead for the Pearl stri 
words flashed to the First 
"Climb Mt Niitaka." The mo 
the highest point in the Japanese 
(on Formosa as Taiwan was then 1 
and symbolic of the fact that the atta 
the US proper would be the most fori 
ble. 

But as author Prange points out i 
superb, minutely detailed 873-page 
tory, after Pearl all Japanese mot 
ran downhill. One of the amazing t 
about it all was that so many high-ra: 
Japanese knew that war with the U: 
crazy but were along for the ride any 
— DONALD 





but Lecler seems to have stretched a. 
for the sake of geographical spread 
difficult to believe, for instance, t 
hotel in Ivory Coast ranks among th 
best in the world. And while the. 
Mahal, Bombay, certainly does, the 
Coromandel in Madras, while good 
Indian standards, is a long way sh 
world class. 

Also, *onspecial days," says Lecle thi 
Rambagh Palace, Jaipur, sends an 
phant to meet you at the gate. May 
they know you are writing a book on the 
best hotels in the world. This revi 
experience at 6 a.m. with six weeks" 
of luggage and equipment was differ 

But even if you do not agree with z 
hotel choices, you must agree wit 
clers "traveller's nightmares" and 
those of his "traveller's rewards" tha 
have seen. And you are bound to 
spired to visit those you have not co 
Perhaps when you're a millionaire . 
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By Manik de Silva 

Colombo: A government-appointed task 
force, set up to assess the extent of dam- 
age to industry during Sri Lanka's July 
riots — when marauding mobs set fire to 
and looted many factories (REVIEW, Aug. 
11) — has reported that the actual loss was 
less than was first feared. Its report, pro- 
duced in 12 days, covered 116 industrial 
operations within a 30-mile radius of Co- 
lombo. 

Although first impressions were that a 
large number of factories were non-opera- 
tional, the team of central bank and gov- 
emment officials, who did extensive field 
work and interviewed owners and mana- 
gers of the affected companies, concluded 
that 10 of the factories which were at- 
tacked are immediately operational, 19 
would be operational within a month and 
55 in about six months. “Only 28 industrial 
units were fully damaged," the task force 
reported, 

After studying the report, Finance 
Minister Ronnie de Mel commented to 
the REviEW: “If law and order is restored 
and strong and firm government is main- 
tained, confidence can be re-established 
very quickly. Other countries have gone 
through much worse riots and come back 
stronger." 

The study assessed losses in terms of 
production, exports and employment and 
also estimated physical damage done to 
factories and the loss of working capital. 
The view that emerged is that losses were 
heaviest in the garment-manufacturing 
sector, which has grown spectacularly in 
recent years, and in the coconut oil-mill- 
ing industry, which has compelled the gov- 
ernment to impose an export ban. (The 
ban on coconut-oil exports was imposed 
on August 12 following damage to nine of 
the country's top mills during the disturb- 
ances. Until they are back to normal, all 
efforts will be directed at meeting domes- 
tic demand of 4,000 tonnes a month.) 

The task force, which estimated physi- 
cal damage to be in the region of Rs 500 
million (US$20.8 million), reported that it 
was not possible to quantify the loss to in- 
visible assets — such as the inability to re- 
cover outstanding debts or the inability of 
à factory to function owing to lack of sup- 
ply inputs provided by affected industries. 

“The [cost] of damage to buildings, 
plant machinery and equipment is greater 
than the damage to operating capital," the 
report said. “The loss of raw materials and 
finished products [was] particularly high 
due to fire and looting. Such losses ac- 
counted for 46% of the total losses to capi- 
tal." The report added that the replace- 
ment value for machinery, plant and 
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cost of the recent riots i 
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equipment alone could be about Rs 1.75 
billion, 

The task-force report puts the total 
workforce in damaged industries at nearly 
15,000 with “fully damaged" industries 
employing nearly 4,000. A further 5,500 
people were employed in partially dam- 
aged factories which are not currently 
operational. The study estimated that 
about 700 jobs could be available im- 
mediately and once the rehabilitation and 
repair process got under way, a further 
3,600 people could be employed within six 
months. 

De Mel said: "Most industrialists want 
to recommence production immediately 
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a 
De Mel: no handouts sought 


or as early as possible. They are not look- 
ing for handouts from government, but 
want immediate attention to insurance 
claims, credit facilities from banks and as- 
sistance to airfreight spare parts . . 

"Most industrialists interviewed by the 
task force do not want government partici- 


| pation, either in their share capital or 


management," [here had been sugges- 
tions of government participation at the 
time the government set up a Repair of 
Property and Industrial Establishments 
Authority (Repia) under emergency law 
soon after the riots were quelled. 


Ur the Repia law, all affected pro- 
perties are vested in government. The 
task force has recommended that those 
industries immediately operational and 
those that could be reconstructed with 
their own resources be divested and the 
owners given the go-ahead to get on with 
the job of rebuilding and resuming pro- 
duction. It strongly urged the government 












s less than was feared 
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to help expedite insurance settlement 
provide immediate credit assistance anc 
help in procuring raw materials using 
existing agencies such as the Export Deve. 
lopment Board and the Industrial Deve 
lopment Board., 

"This is particularly important for the 
32 industries which have export orders," 
the task-force report said. "Their total 
value of exports in 1982 was estimated at 
Rs 650 million and their export orders for 
the next 12 months were worth about 
Rs 800 million. These [industries] include 
garments, coconut oil, fruit canning, de 
siccated coconut, rubber and leather pro- 
ducts.” 

Uncertainty over how the state insur- 
ance monopoly would handle claims had 
created a great deal of concern among 
owners of affected factories. Eventually, 
Trade Minister Lalith Athulathmudali, 
who is responsible for both the state- 
owned Insurance Corp. of Sri Lanka 
(ICSL) and the newer National Insurance 
Corp. (NIC), directed that they “meet 
their legal obligation forthwith." 

Athulathmudali told the REVIEW he is- 
sued this directive because it was most im- 
portant that confidence be restored. With- 
out clarification of the insurance position, 
some of the affected industrialists could 
not start negotiating with banks. Informed 
sources attributed the foot-dragging by 
both ICSL and NIC to uncertainty over 
whether overseas re-insurers would re- 
gard the claims as arising from riots or 
from civil commotion. (The latter term 
implies an uprising against the govern- 
ment.) These problems are now being 
smoothed out. 

Meanwhile, more than 2.000 claims from 
factory-owners as well as home- and vehi- 
cle-owners whose property was burned 
have been received. While ICSL main- 
tained a judicious silence, NIC “guessti- 
mated" that their liability could run to 
more than Rs | billion. ICSL handles 
NIC's re-insurance, retaining some of the 
risk and spreading the rest abroad. 

The government sees the riot damage as 
an opportunity to rationalise Sri Lanka's 
industrial and urban planning structures. 
While Prime Minister Ranasinghe Pre- 
madasa, who holds the Ministry of Local 
Government, Housing and Construction 
portfolio, is very keen that the Pettah, 
Colombo's teeming bazaar area (which 
was very badly hit), be redeveloped with 
food and other wholesaling operations 
concentrated there moving outside the 
city limits, other concerned government - 
agencies see many other possibilities. - 

The task-force report said: "This is an 
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opportunity for government to rationalise 
the industrial structure. The reconstruc- 
tion of industries with excessive national 
capacity should be discouraged. Re- 
sources of industries with low national 
priority should be deployed towards new 
industries with higher national priority. 
The opportunity is also provided to relo- 
cate industries with the provision of better 
security and improved factory working 
conditions." 


spokesman for the Urban Develop- 
ment Authority, which reports to Pre- 
madasa, said: "The crowded area of the 
Pettah and other focal points in the city 
need replanning, with wider roads, park- 
ing spaces, fire gaps and other amenities." 
Businesses displaced by such planning 
would be provided with alternative ac- 
commodation in the relocation areas and 
ntals charged in these cases would be 
‘extremely reasonable," the spokesman 
said. 

A total of 442 business premises have 
been destroyed or severely affected in the 
Pettah and certain critical areas there al- 
ready have been zoned into three 
categories. In the first, reconstruction 
would be considered acceptable; in the 
second, affected property owners will not 
be permitted to rebuild as the nature of 
the planned redevelopment requires that 
the government handle it, according to the 
authorities; while in the third zone, recon- 
struction by owners would be possible 
subject to the requirements of com- 
prehensive planning. 

The task-force report did not cover 
those non-industrial businesses that took 
a beating. A large number of gro- 
ceries, pharmacies, barber-shops and 
small restaurants — particularly those 
serving cheap South Indian-style food, 
which did a roaring trade in Colombo as 
well as in many other urban centres — 
have been put in second place for the time 
being as industry was considered to have a 
far greater impact on the economy and so- 
ciety at large than non-industrial enter- 
prises. 

“The repercussions for serious damage 
to industry are immediate and visible [in 
their] longer-term implications,” the task- 
force report said. 

Seven of the damaged firms had foreign 
collaboration. According to the task-force 
report, six of these had foreign share-capi- 
tal subscriptions amounting to Rs 32.47 
million, while the seventh had a licensing 
arrangement with a foreign partner. 
There were also foreign loan commit- 
ments by these companies to the extent of 
nearly Rs 100 million. 

A very detailed study of the damage suf- 
fered by the made-up garments sector re- 
vealed that while none of the 27 units func- 
tioning within the free trade-zone area, 
administered by the Greater Colombo 
‘Economic Commission, had been at- 
tacked, 18 out of 100 factories outside the 
zone had been hit. The result was that an 
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estimated 15% of the rated capacity of the 
garments sector had been lost. The task 
force also estimated a production loss in 
volume terms of 1575. 

Three concerned ministries — those 
covering textiles, trade and labour — have 
been assigned the responsibility of trying 
to ensure that garment quotas covering re- 
strained exports to the United States, the 
European Economic Community and 
Sweden are filled despite the damage and 
that nearly 10,000 female workers dis- 
placed from the factories are provided 
with work. The authorities are now busy 
trying to farm out quotas from damaged or 
destroyed factories to functioning units 
both inside and outside the free-trade 
zone. 

Vincent Pandita, permanent secretary 


Colombo riot damage: a chance for a new start. 


in the Ministry of Textile Industries, said: 
"We have no real problem with the US 
quotas. When we negotiated our last 
agreement in Washington in March, we 
won a 13-month quota year ending in May 
1984, so we could cope with production 
disruptions during the Sinhalese and 
Tamil New Year holidays in April. So, as 
far as the US quotas go, we have plenty of 
time to fulfil what we have been allowed." 


he quota year for Sweden ended on 

July 31, a week after the trouble began. 
"We were a little worried because we 
know that heavy shipments are made at 
the end of the quota period," said Pandita. 
"We asked Stockholm for a month's ex- 
tension and they have granted that for 
specified quantities of various items. The 





real problem related to the EEC, where 1 
million pieces of quota items must be ship- 
ped by a December 31 deadline. This is 
the work we are distributing among the 
units that are working." 

The Finance Ministry has admitted that 
the 1984 budget de Mel is scheduled to de- 
liver in mid-November will be affected by 
the July violence, with revenue falling 
below estimates and expenditure rising 
substantially owing both to the demands 
of the rehabilitation effort as well as to the 
need for additional funding for both the 
armed services and the police. 

“The budgetary estimates now are out 
of gear,” said a Finance Ministry spokes- 
man. “If these unfortunate events had not 
occurred, we were confident of being able 
to present a viable budget for 1984 with 
the overall deficit financed 
from bank borrowings of 
about Rs 5 billion. This would 
have been the smallest 
budget deficit in recent 
years." 

Aggravating the problems 
caused by the nots, various 
ministries have sent in pro- 
posals running far above 
the public-investment pro- 
gramme approved by cabinet. 
According to the Treasury, 
these excesses will mean that 
even after provision is made 
for the usual under-expendi- 
ture, an unfinanced gap of 
Rs 9 billion — which will have 
to be funded by the banking 
system — remains. Thus an 
estimates reduction in the ex- 
penditure of all ministries is 
inevitable 

There is little. doubt that 
the climate of political stabi- 
lity that the government of 
President Junius Jayewar- 
dene used to attract foreign 
investment to Sri Lanka has 
been considerably eroded by 
the violence. The next few 
wecks will see a concerted ef- 
fort by Colombo to refurbish 
this image. Already, the 
tourism sector, which is a major foreign- 
exchange earner, has begun a campaign to 
bring the tourists back to the beaches and 
the cities. The first of the charters have 
begun to fly in, but the authorities admit 
there is a long, hard haul ahead. 

Next April's Pacific Area Travel As- 
sociation annual conference here will be 
one Opportunity the Ceylon Tourist Board 
as well as the local travel trade will seek to 
exploit. Air Lanka has flown in dozens of 
foreign travel writers in a “see-for-your- 
self” campaign to convince holidaymakers 
who jammed airline offices in a frantic bid 
to get out at the height of the violence, 
that all is back to normal. Or, as tourist 
board chief H. P. Siriwardhana put it: 
"The sun is shining. the flowers are bloom- 
ing and the people are smiling again." 







shington: Differing | views of what is 
meant by the term developing country are 
_ at the root of opposition to the proposed 
renewal of the United States’ Generalised 
System of Preferences (GSP). Taiwan, 
South Korea and Hongkong are the main 
beneficiaries of the scheme, which grants 








eloping countries’ exports to the US. The 
oncern is that the issue could become 
oliticised in the US Congress with a 
presidential election pending in 1984. 

The GSP was implemented in January 
976,. with preferential treatment ex- 
: aded to 140 countries for 2,700 pro- 
ucts. With the system due to expire on 
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ident Ronald Reagan has now intro- 
‘ed a bill proposing to renew the GSP 
another 10 years. But it contains im- 




























ectionist elements in congress. 


re electoral considerations make it a 
re contentious issue. If it is not, some 
bservers think the legislation may be 
helved during 1984. At hearings before 
ongressional subcommittees early in Au- 
ust it was evident that certain con- 
ressmen were questioning fundamental 
pects of the GSP, in particular the grant- 
of duty-free privileges to countries 
:y felt could no longer be properly de- 
ibed as "developing." 

ongressional opposition to the GSP 
tight seem overdone as the value of GSP 





alue of total US imports, and slightly 
more than 8% of the value of imports from 
Il developing countries. Nonetheless, 
there are evident fears within the adminis- 
ration and among the concerned export- 
ng countries that the GSP could become a 
olitical football. 

. There has even been some talk of major 
beneficiaries being excluded altogether. 
‘The potential effect of this on Taiwan, the 
major beneficiary, for example, is undeni- 
able. In 1982, Taiwan exported US$8.9 
billion-worth of goods to the US, of which 
US$2.3 billion-worth received duty-free 
reatment. The problem was summed up 
a concerned Hongkong. Government 
fficial. GSP renewal, he said, has be- 
come one of those "emotional things 
vhich have struck a raw nerve with certain 
ongressmen, who have blown it out of all 
oportion. 

Aware of this, the US administration 
as adopted a softly-softly approach. In 
































h e US system f prefe ences is sundoi attack ——— of 
disagreement over the classification of beneficiary nations 


ary 3, 1985, the administration of. 





tant modifications designed to appease 


-The administration is hoping that the | 
ill can be passed by the end of this year 


nports in 1982 came to only 3.4% of the | f 


it sees the programme: — 19 other i in- 





































terest rather than altruism. It was de- 
scribed by Deputy Secretary of State Ken- 
neth Dam to a House of Representatives 
subcommittee on trade in early August as 
a way of encouraging . “self-reliant 
economic development through trade, not 
aid," and of demonstrating to the develop- 
ing world the benefits of preserving free 
markets. 

By increasing developing countries’ 
purchasing power through the growth of 
their export markets, the GSP improves 
the US’ own terms of trade. US Trade Re- 
presentative William Brock commented 
to the same subcommittee: “Developing 
countries now purchase nearly 40% of US 
exports — more than the European 
Economic Community and Japan com- 
bined. They are now the fastest growing 
markets for M coa . the GSP con- 





NITED STATES IMPORTS 1982 


(USS million) | 


World 
(100) 
2,333.4 
(27.7) 
1,089.2 
(12.9) 
794,9 
(9.4) 
599.5 
Q.1) 
563.9 
(6.7) 
429.4 
(5.1) 
407.2 
(4.8) 


Taiwan 


1719.7 
(2.8) 
2473.1 
(4.0) 
2,950.3 
(4.8) 
828.8 
(1.4) 
794.7 
(1.3) 
499.9 
(0.8) 


South Korea 
Hongkong 
Mexico 
Brazil 

. Singapore 
Israel 


* All beneficiaries. . 
Source: US Bureau of Census. 


tributed to this growth by enabling de- 
veloping countries. to earn increased 
foreign exchange with which they in turn 
have purchased more US goods and ser- 
vices." 


B: what critics are focusing on are the 
main beneficiaries of the GSP which, 
they argue, can hardly be ranked as deve- 
loping countries. Why, they ask, should 
these comparatively advanced economies 
selling relatively sophisticated products 
enjoy duty-free privileges? Currently Fai- 
wan accounts for 28% of GSP imports. 
Then comes South Korea (13%), Hong- 
kong (9%), Mexico and Brazil (7%), 

Singapore and Israel. (5%). Save for 
textiles, which are treated separately and. 
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were removed from the major  bene- 


8,425.6* 
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ficiaries then the market share would not 
be filled by other developing countries but 
by developed ones — for example, Japan. 
Thus; Brock argued that if GSP privileges 
were removed from Hongkong jewellery 
products, the market would not go to les- 
ser developing countries because they 
could not produce comparable goods. He 
said textiles were the exception to this 
general rule but these, as "sensitive" 
items, were not eligible for the GSP any- 
way. 

Still, measures have been taken by the 
administration in the bill to satisfy critics, 
First, a recommended reduction in com- 
petitive-need limits has been proposed for 
the major GSP beneficiaries. These would 
now be set at 25% of the value of total US 
imports in a particular category or a’. 
US$25 million, whichever were greate 
This means that if any one country ob-- 
tained more than 25% of the import share 
in any category it would forfeit its duty- 
free status the following year. The same 
provision would apply if it exported more 
than US$25 million-worth of a cer- 
tain item to the US. Subsequent 
restoration of GSP status would 
be at the administration’s discre- 
tion. These changes will mark a 
significant modification, as limits 
are currently fixed at 50% and 
around US$50 million. 

The administration has also 
proposed that it should have 
negotiating flexibility to allow it to 
waive competitive-need limits as 
an inducement to those countries 
willing to open up their own mar- 
kets to US products. However, it 
has not stated specifically how this 
would work. Questions put by 
congressmen at the subcommitte 
hearings served notice. that they 
would want more details of this, 
and that they would not be pre- 
pared to grant the administration 
complete latitude in waiving 
limits. 

In this respect, Hongkong and Singa- 
pore find themselves in a potentially dis- 
advantaged position because of their own 
open markets. Asked if this meant they 
had no bargaining counters when it came 
to trying to press for modified limits, one 
US official told the REvIEW there was 
“substantial appreciation" in Washington 
that these territories should not be pre- 
judiced on this score. 

Besides | competitive-need limits, 
known in the jargon as objective criteria, 
discretionary elements. have been intro- 
duced into the GSP which have meant a 
further whittling away of the number of 
items enjoying duty-free status. As a re- 
sult of a petitioning process, whereby any 
interested US. ty — -bei it. .for example, 











We'll give you some helpful introductions. 


and vou will discover that you can share in the 
expertise and trust born from a century of 
international banking experience. 


Most international banking groups have 
branches in the Middle East. But the 
HongkongBank Group, one of the strongest 
financial institutions in the world, has its own bank 
— The British Bank of the Middle East. 

Backed by a record of reliability and 
efficiency spanning almost 100 years in the Middle 
East, The British Bank of the Middle East links you 
directly with more than 1,000 bank offices in 54 
countries. 

And now, with the added benefits of 
computerisation, we are able to give you a more 
efficent service — whether you're banking in 
London or Dubai — and offer you immediate, 
decentralised decision-making. 

For the full spectrum of banking services, 
contact us at The British Bank of the Middle East, 


X 
a” "L 


The British Bank 
of the Middle East 


Bahrain Djibouti India Jordan Lebanon Oman 
Qatar Switzerland United Arab Emirates 
United Kingdom Yemen Arab Republic 


D 


member HongkongBank group 


London branches: Falcon House, 18C Curzon Street, London WIY 8AA, Tel: 01-493-8331/7 195 Brompton Road, London SW3 ILZ, Tel:01-581-0321/6 
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for South Korea. 


Brock: textiles are the exception. 





lion have been removed from duty-free 
treatment. 

Also, the administration has increased 
its graduation policy against the seven 
major beneficiaries over and above the 
Statutory competitive-need exclusion, 
which now totals more than US$7 billion 
annually in more than 200 categories. 
(Graduation is another purely discretion- 
ary exercise involving removal of duty- 


free treatment on an item.) This has led to 


US$443 million-worth of GSP trade being 
graduated in 1981, US$651 million in 1982 


‘and US$900 million earlier this year, 


Brock said. 
The effect of these measures has al- 


‘ready meant a considerable loss for major 


GSP beneficiaries. Thus, out of US$4.3 
billion of Taiwan's exports eligible for the 
GSP in 1982, only US$2.35 billion-worth 
actually received duty-free treatment. For 
Hongkong, the respective figures were 
US$2.5 billion and US$794.9 million and 
US$1.7 billion and 
US$1.1 billion. 

So the major beneficiaries have reason 


^to feel concerned about further cutbacks. 


Hongkong may feel particularly nervous 
because, unlike South Korea and Taiwan, 
it has no political or commercial clout in 
the US, as reflected in its lack of congress- 
ional support. On the other hand, Hong- 
kong trade officials derive some comfort 
from the fact that Taiwan and South 
Korea benefit relatively more from the 
GSP. “This fact is goingto make it difficult 
for the Americans to pick on us alone,” 
one Hongkong official commented. Still, 
that this fear is even expressed reflects the 
Strength of the attack on the GSP from 
certain quarters and that few in 
Washington are prepared to predict confi- 
dently an easy passage for the legislation 
renewing the system. 

One administration proposal likely to 
meet with approval, however, is that 
which recommends that competitive-need 
limits be waived for the least-developed 
countries, a group of about 30 of the 
world's poorest. Given their concern 
about the developed masquerading as de- 
veloping, congressmen can hardly turn 
around and deprive the truly unde- 
veloped. 
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programmes if they are to benefit from economic recovery 


By Jose Galang 


he much-awaited recovery in the world 

economy is expected to boost demand 
for energy — to power industries, fuel 
transport facilities and provide electricity 
to households, And in the present era of 
high energy costs, most less-developed 
countries (LDCs) can only ensure that 
such expansion in demand does not 
jeopardise further economic growth if 
they succeed in developing cheaper alter- 
native sources to further reduce depen- 
dence on expensive imported oil, accord- 
ing to the World Bank. 

Although crude-oil prices have declined 
by US$5 to US$29 a barrel (for marker 
Saudi Arabian light crude), forecasts con- 
tinue to show that oil prices will go on ris- 
ing in real terms over coming years. The 
World Bank, in its just-released report, 
The Energy Transition. in. Developing 
Countries, goes along with these predic- 
tions and encourages LDCs to pursue ef- 
forts to develop indigenous energy 
sources and implement measures towards 
efficient use of energy. The report covers 
energy issues in 69 LDCs. 

Currently, LDCs account for a quarter 
of the world's production and a fifth of its 
consumption of commercial energy. 
These shares are forecast to expand to a 
third of total production and a quarter of 

consumption by 1995 assuming the annual 
growth rate in LDCs’ gross domestic pro- 
duct were boosted from 1.9% during 
1980-82 to 4.4% in 1982-85 and 5.5% by 
1990-95, 

Sharing the belief that energy consump- 
tion in developing countries will continue 
to grow faster than in the rest of the world 
(because their economies are growing 
faster and because of their rapid indus- 
trialisation and urbanisation), the World 
Bank estimates LDCs’ energy use will ex- 
pand to 2.59 billion tonnes of oil equiva- 
lent (toe) by 1995, compared to 1.35 bil- 
lion toe in 1980. Total production will 
grow from 1.67 billion toe in 1980 to 3.08 
billion in 1995. 

The excess of production over con- 
sumption merely reflects the continued 
growth in crude-oil (and natural-gas li- 


quids) production — estimated to rise 
from 919 million toe in 1980 to 1.38 billion 
toe in 1995 — 


which will be above 
the LDCs’ oil-con- 
sumption levels of 
626 million toe in 
1980 and the esti- 
mated 934 million 
toe in 1995, Most 
LDC' will continue 
to see consumption 
of other energy re- 
sources parti- 


Oil 

Coal 

Natural gas 
Primary electricity 


ae World Bank. 


cularly of coal — exceed production. 
So, the World Bank says, most LDCs 
will still need to pursue their transition to 
the era of high-cost energy by investing in 
their indigenous energy resources. This 
transition will require several measures: 
» Increasing the efficiency of energy use 
through national pricing and other de- 
transition will require several stern 
measures. 
» Undertaking a vastly expanded and 
more diversified programme of invest- 
ment to develop indigenous energy re- 
sources where these are cheaper than im- 
ported energy. 
> Re-orienting industrial, agricultural 
and transport development strategies to 
take account of the higher costs of energy. 
» Strengthening the institutional and 
management capability in the energy sec- 
tor to carry out these tasks effectively. 


he World Bank says this transition 

process is particularly difficult for the 
oil-importing LDCs (such as Sri Lanka, 
Nepal, Bangladesh, the Philippines, Thai- 
land, Greece and Tanzania) which, while 
raising resources in energy-investment 
programmes, must at the same time con- 
tinue paying for oil imports until the in- 
vestments start paying off. In the case of 
the oil-exporting LDCS, restraint must be 
put on the growth of oil consumption and 
the use of other energy resources must be 
promoted to maintain the flow of export 
revenues. 

The heart of the transition appears to be 
the improvement of efficiency in energy 
use in virtually all sectors of the economy, 
particularly the larger energy users — 
major energy-intensive industrial plants, 
large public and private transport enter- 
prises and electric-power utilities. 

The World Bank estimates that in the 
period 1982-92, total investments of 
US$1.43 trillion — or nearly US$130 bil- 
lion a year — will be needed to help the 
LDCs meet their energy demand. As a 
percentage of GDP, real investment flows 
to energy will have to rise sharply, from 2- 
3% in the late 1970s to an average of about 
4% over the next 10 years. Even if the 
price of oil settles at US$25 a barrel (in 


PRODUCTION/CONSUMPTION IN DEVELOPING 
COUNTRIES 


(million tonnes of oil equivalent) 
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financing problem. The bank, itse 


largest official external capital source for | 


energy development in: LDCs, has been 
lending increasing amounts to this sector: 
from US$1.1 billion in fiscal 1977 (the 
bank's fiscal vear starts in Julv) its loans 
have grown to US$3.4 billion in fiscal 
1982, or from 14.8% of its total loan 
portfolio in the period 1976-78 to 19.4% in 
1979-81 and 25.8% in fiscal 1982. Its total 
lendings to energy of US$9.9 billion over 
the period 1979-82 were also associated 
with another US$11.2 billion in co-financ- 
ing from other éxternal sources. 

Half the projected investments in 
LDCs' energy programmes will be in 
foreign financing. Even assuming the ad- 
dition of non-guaranteed debt and direct 

- private investment, mainly by the Interna- 
onal oil companies, and real growth in 
sfficial aid flows since 1980, the World 
Bank still believes that total external flow 
could not have exceeded US$25 billion in 
41982. | | 

^^ Total external financing for LDCs’ 
_ energy programmes would therefore have 










INVESTMENT REQUIREMENTS 
IN DEVELOPING COUNTRIES, 
d 1982-92 
[Cus billion: 
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| to rise by 15% a year in real terms in the | 
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. next 10 years, the World Bank estimates. - 
> There is a need, the bank says, fora great- 
er effort to mobilise energy financing from | 
all possible sources — official and com- 


mercial financing, debt and equity. 


The World Bank expresses particular | 


concern for the foreign-financing require- 
ments of low-income countries (such as 


Nepal, Bangladesh, Laos, Mozambique, 


* Cambodia and Chad) which comprise | 


some 16% of the total for all LDCs. This 
group garnered only 9% of all publicly 
guaranteed external credits for energy 
- during 1975-80 and this share may even go 
| down in coming years, with the flow of 
non-guaranteed capital and direct invest- 
- ment going mainly to more creditworthy 
-. middle-income countries. 
c For both low-income and middle-in- 
- come LDCs, the World Bank suggests a 
shift from electric-power generation to 
“domestic petroleum | energy-resources 
development in using foreign capital. 
Petroleum projects have become more ex- 





















LDCs’ foreign-exchange needs for 


the | 
1982-92 energy projects — or US$42 bil- 
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-pensive in recent years and more than half 


will be in the petroleum sec- 
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politially unpalata 
s, remain a principal constraint. 


ie oil and gas sector, which needs in- 
tments of US$556 billion over the 
t decade, coordinated efforts "by all 
important actors" are proposed: 
nternational oil companies need to ex- 
nd their efforts and to broaden their 
cope of operations into smaller and 
newer producing countries. 
Governments will need to supplement 
ese efforts in areas where private-sector 
tivity alone is likely to be too slow or in- 
lequate, notably in projects oriented to 
eeting domestic consumption require- 
ments, particularly in gas exploration and 
development. 

Official and commercial financing 
encies will need to expand their support 
he efforts by both international and na- 
sal oil companies. 

h local counterpart financing com- 
the other half of the projected 
rgy-investment requirements, LDCs 
once more faced with the increasingly 
icult task of mobilising domestic re- 
rces. One major problem is the low 
el of domestic savings in many LDCs. 
o, the energy sector in many LDCs, 
ng dominated by public-sector com- 
, is beset by such problems as too lit- 
nanagerial autonomy, cumbersome 









he Philippines' gross domestic product 
grew an average 6.4% a year in 1970- 
80, according to World Bank estimates. 
| energy consumption for every US$1 
illion of GDP over the same period de- 
ined from 433 million tonnes of oil equi- 
alent (toe) to 356.2 million toe. The 
Philippines is one of the few developing 
countries with an elaborate programme 
r energy production and consumption, 
nd its efficiency performance highlights 
ie World Bank's concept of energy-de- 
mand management. 
= Stated simply, demand management is 
med at two objectives: reducing the 
nergy used per unit of output in the econ- 
my and inducing a shift from high-cost 
sources of energy towards cheaper ones, 
ither domestic or imported. 
onetheless, conservation in this sense 
Ives more than merely turning down 
'rmostats, reducing the amount of fuel 
d or switching to smaller cars. It in- 
ves a scientific approach that usually 
rts with an audit of energy use and at 
s requires retrofitting (installing an 
ergy-saving device or process after a 
t has begun operating) of industries. 
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costs, 











in tariffs. Power tariffs in the 1960s and 


1970s fully covered costs with little diffi- 
. culty, even with external borrowings com- - 
prising up to 50-70% of investment costs. 


Investments now being planned have 
longer gestation periods and much higher 
requiring loans with longer 
maturities than are generally available. 

Many national power companies, the 
bank says, now need to raise tariffs by 60- 
80% to regain their long-term financial 
balance and to bring down their borrow- 
ing requirements to manageable levels. 
Governments are often loath to raise 
power rates in line with costs because of 
the political unpopularity of such a move 
and because of the mistaken notion that 
holding down utilities’ tariffs necessarily 
leads to lower inflation. 

But even with adequate tariff levels, 
power companies can also be saddled with 
unpaid bills as a result of poor collection 
systems and bad metering. Improvements 
in these areas, together with the upgrad- 
ing of technical efficiencies to allow for 
full capacity utilisation and prevent losses 
in power transmission and distribution, 
are also necessary for the LDCs to achieve 
reasonable degrees of self-financing be- 
fore turning to external borrowing to 
cover the local cost of investments. 


lanaging the demand 


By gearing reduced energy use to economic output and 
eking cheaper sources, poorer countries can save millions 


mon sense — as in suggesting regular 
motor vehicle tune-ups and proper driving 
techniques to help the transport industry 
cut down on petrol consumption. Part of 


- the total investment of nearly US$130 bil- 





lion a vear needed for energy programmes 
in less-developed countries (LDCs) dur- 
ing the decade to 1992 is for the promotion 
of energy-demand management. 

The World Bank identifies four broad 
categories of measures towards demand 
management —- energy-pricing policies; 
taxation and other fiscal incentives; direct 
capital allocation, and technical assist- 
ance, training programmes, regulations 
and promotional and educational pro- 
grammes. Cited as the most important 
measure, an energy-pricing strategy is said 
to provide energy users with an incentive 
to eliminate energy waste and to choose 
fuels on the basis of their costs to the econ- 
omy. Oil-importing LDCs have readily 
passed on to the final consumers the in- 
creases in the costs of oil. However, some 
oil-exporting LDCs still price products 
below opportunity cost, the World Bank 
notes. 





e. ot energy-using 


Pricing also affects. consumption by in- 
fluencing. . the choi 
ene 





| as sharp s it fuel and. borrowing 3 
Gants have nob been matched by increases 

























































he s. economic interest. 
In ‘the déve opment of indigenous re- 


-sources such as oil, gas and coal, pricing 


also plays a vital role in generating suffi- 

cient resources for investment and ensur- 

ing the financial viability of projects. This 

strategy should help attract private invest- 

ment in these efforts. However, decisions 

on energy pricing can be politically and so- 

cially difficult and, according to the World 

Bank, require a phased approach based 

on careful analysis. The main considera- 

tions for such studies would be the need to 

hold down inflation and to provide lower- 

income families with an affordable supply 

of energy. 

The World Bank amplifies its proposals 

for demand management in the following 

Sectors: | 

» Industry: Energy costs in large energy- 

intensive industries could be cut through a 

variety of measures, ranging from better 
housekeeping, energy management and 

improved monitoring and control systems 

to more capital-intensive investment in re- 

trofitting existing equipment and using 

more energy-efficient processes. Basedon. 
energy-audit findings, patterns of energy. 
use can. be improved. In the case of small. 
and medium-sized industries, potential 
savings can also be substantial though it 
may be difficult for governments to get. 
this across to them owing tó their large 
numbers. The technique is to facilitate the 
flow of information on energy-saving 
measures and processes. 

» Transport: This sector accounts for 20- 
40% of petroleum consumption in de- 
veloping countries. Opportunities for fuel 
substitution are limited so that efforts 
must be concentrated on devising schemes 
to increase the efficiency of energy use. 
Better driving habits and vehicle mainte- 
nance can result in fuel savings of 5-15%. 

» Households: Considerable scope exists 
for improvements in home heating and 
cooling equipment, insulation and sub- 
stitution by more economical sources such 
as coal, biogas and solar devices. Even re- 
designing stoves to maximise the use of 
heat produced (which can be as low as 5- 
10% when cooking over an open fire) can 
go a long way in the use of such materials 
as firewood. 

» Commercial and institutional build- 
ings: In existing buildings, such as those 
using airconditioning heavily, savings of 
up to 25% can be realised from better 
energy-management systems and minor 
retrofitting investment. Improved stan- 
dards for the design of new buildings can 
reduce heating and cooling requirements 
by up to 50% of old ones. 






» Electric power: In converting primary 


energy into electricity and distributing this | 
to consumers, power systems in many 
countries “lose” up to 15% of the electric- 
ity generated owing to technical faults and 
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[n the world of 
international banking, 
our name 

makes a difference. 


For over one hundred years, the name 
American Express has meant excellence in 
personal service. 

Today, with the added strength of affil 
iated Trade Development Banks, American 
Express Bank continues this tradition of 
excellence. We offer an unparalleled array 
of financial services, through our offices in 
Switzerland and around the world. 

For the demanding individual and 
enterprise, we provide virtually every 
banking service you'll ever need. 

Asan American Express company, we 
offer a broad spectrum of personal and 
investment services no other bank can 
match. 

We are uniquely qualified to assist you 
with evervthing from asset management 
and securities transfers to international Gold 
Card* privileges. 

Through our far-reaching global net 
work, our services are available not only in 
the major financial centers, but through 64 
offices in 36 countries as well. 

American Express Bank. Our name 
really does make a world of difference. 


AMERICAN 
EXPRESS 





American Express Bank 
Global Financial Network 





An exact copy. Fax is the only system that sends Send signed documents. Graphs. Pictures. Fax 


It most anywhere in the world. Speed. Economy. Con- transmits an exact duplicate from your original. Sendinc 
fidentiality. Fax puts it together like no other system can. them requires no special training or personnel. Send 
All you need to send hard copy to the United them any time. Many terminals can receive without an 
States is a telephone and a facsimile machine. The same operator. Send them with Fax. It's the only way for hard 
machine you may already be using for other Fax trans- copy to travel. For a free brochure, write: Fax Facts, PO. 
missions. And all it costs is the price of the call. Box 397, East Brunswick, NJ 08816-0397, USA. 












©) Bell System 









2 








*- had = 


LT = j : 
| e word s sold on t i- 








Total operating profit rose by nearly 85 per cent in 
982. If, in addition to the good operating profit, loan 
loss provisions and extraordinary charges are taken 
into consideration, then profit before taxes amounted 
so DM 335 million. 


Whe Board of Managing Directors and the Supervisory 

oard have decided to allocate DM 60 million of total 

b to the free reserves, thus increasing the total 
t worth of the Bank to DM 3,365 million. 


‘he Bank's total assets rose by 5 per cent to DM 83.6 
villion. 


)resdner Bank's subsidiaries performed as success- 
sily as the parent company. The Group's total busi- 

mess volume increased by 6 per cent to DM 180 billion; 
II members of the Group showed increased operat- 
1g profit. 


sgain in 1982, the banks provided business worldwide 
with financial assistance in its export drive. Thus, it was 
ossible for industry to gain a foothold in new markets 
r hold its own, often in the face of stiff international 
mompetition. Without this cooperation between indus- 
y, exporters, and financial institutions many of the 
muccesses achieved in international trade would not 
wave been possible. 


w/e very much approve of the establishment of the 
(osa pi Institute of International Finance, 

ich will provide support by developing additional 
mources of information for international lending. The 
mnpetus for the founding of the Institute - which is 
iurrently being organized - came from a number of 
waternationally active banks including Dresdner Bank. 


ine degree to which the recent improvement in the 
siness climate will prove to be lasting is a matter 
E orca concern to us all. We are watching to see 
ether a self-generating recovery is on the horizon. 


lt this point, there is no guaranty that there will be a 
Jstained recovery. The information available to us 


Address given by 

Dr. Hans Friderichs, Chairman 
of the Board of Managing Directors, 
at the Annual Shareholders' Meeting 
of Dresdner Bank AG 
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indicates that the outlook varies greatly from industry 
to industry. We cannot count on a strong growth in 
exports. We will only benefit marginally from the 
improved business climate in the United States; in 
other industrialized countries momentum is still lack- 
ing. And the potential export markets in the Third 
World and Eastern Europe could only be activated 
if adequate means of financing were to be made 
available. 

The key to an international recovery lies in a return 
of confidence in economic, monetary, domestic, and 
foreign policies. Such confidence is quite obviously 
manifested by the recent trend of share prices and 
by the investors’ more positive attitude toward 
shares in comparison to that in past years. For stock 
exchange listed corporations, the result is a signifi- 
cantly improved potential for obtaining new capital. 
This also has a positive impact on the light in which 
other companies are assessed and their potential 
for obtaining new capital, and thus has a significant 
effect on the economy as a whole. 


Given this general situation, what then is the outlook 
for Dresdner Bank during the current year? So far, 
earnings have once again shown a considerable in- 
crease. In line with the positive general trend, espe- 
cially in the stock market, profits from trading in our 
own security portfolio have also risen significantly. 


However, it would be inappropriate to extrapolate per- 
formance for the full year by a simple process of multi- 
plication of the favorable results achieved until now. 


All in all, we are confident concerning the earnings 
potential of Dresdner Bank. Operating profit should at 
least equal, if not surpass, the high level achieved in 
1982. It is obvious that no commitment can be made by 
the Board of Managing Directors at this point in time 
concerning the level of the dividend for 1983. However, 
in light of current projections, the Board's goal of real- 
izing a higher dividend for 1983 appears realistic. 
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For instance, 
banks need it all over town. 


People are demanding more and better service from their 
banks. And they are getting it, around the clock all over 
town. They can deposit, withdraw or borrow money, or 
transfer it between accounts where they work, shop or go 
to school. Soon the service will follow them wherever they 
travel across the country and around the world. Through 
NCR Self-service Bank Terminals. 


Theterminals deliver the service. Behind it, NCR provides 
switching systems that direct large volumes of transactions to 
the right banks and back to the right terminals. And beyond that, 
other NCR systems keep the banks running by processing trans- 
actions and sending current information wherever it is needed. 


Asthese systems expand and grow into a national Electronic 
Funds Transfer System, people will be harnessing NCR's 
transaction processing power everyday, wherever they please. 


You, too, can use the same NCR power to solve problems in your 
business. NCR offers the same hardware and specialised software 
for many industries and the broadest 
selection of terminals that capture 
information as transactions occur. 
And it's all backed by 16,000 highly 

. trainedf 


NCR puts 
computer power. 
where you need it. 


Your business will benefit 
with NCR Computer Power 
in your hands, too. 
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Philippine mineral companies, though underpinned by 
price increases for their products, remain cautious 


By Leo Gonzaga 

Manila: Despite this year’s resurgence in 
prices of copper and gold, the Philippines’ 
major mineral exports, most mines are 
continuing to concern themselves more 
with cutting costs than with boosting pro- 
duction. None of the mines closed down 
during the recession in 1981 has reopened; 
and while one old mine has been rehabili- 
tated, another company has joined the 
ranks of the non-producers. 

Of the so-called Big Six of the copper in- 
dustry — Atlas Consolidated, Marin- 
duque, Marcopper, Benguet, Philex and 
Lepanto — only one company is expand- 
ng capacity. As most of the mining firms 
remain inundated by debt, the general 
thrust has been towards cutting costs be- 
cause debt service eats up most of the 
companies’ funds that otherwise could be 
used to finance expansion. Most signific- 
antly, a number of mines are shifting from 
oil to cheaper coal as their prime energy 
source. 

In US cents per Ib, the price of copper 
during the past 12 months has climbed 
from the low 60s to the middle 70s and at 
one point even reached the low 80s. Gold 
has risen to the US$400-420 an oz range 
from around US$350. Silver has im- 
proved, too. The laggards are chrome, 
iron, zinc, lead, manganese, cobalt, 
molybdenum and nickel, but only the lat- 
ter is in the big league as a foreign-ex- 
change earner. 

With the mining companies opting to 
cut costs rather than expand production to 
take advantage of improved prices, earn- 
ings from the industry's exports will have 
a minimal impact on the economy's 
balance-of-payments deficit. Moreover, 
even with the copper price now at 73 US 
cents a lb, it is still below the breakeven 
point for many mines. 

In the case of the new mine of Batong 
Buhay Mines Inc. in Pasil (Kalinga- 
Apayao, northern Luzon), for example, 
the problem is related to law and order. 
According to Delfin Gonzales, executive 
vice-president of the Chamber of Mines of 
the Philippines, all the needed copper-ore 
extraction and processing facilities are in 
place. But there is no power, which is to 
come from the National Power Corp. 
(NPC), because of a long delay in setting 
up transmission lines. Violent skirmishes 
often occur among minority tribes living in 
the area between the mine and mill sites 
and the nearest NPC plant. Communist 
insurgents are also active there. xa seem 
to have been on stream in 1982, Batong 
Buhay is still a non-producer. 

At another new mine, San Antonio 
(Marinduque, central Philippines), Mar- 
copper Mining Corp. has stopped deve- 
lopment work. It was originally intended 
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as a new copper-ore source which would 
eventually replace the old Tapian mine 
nearby. Marcopper rebounded from a net 
loss of P48.4 million (US$4.4 million) in 
the first half of 1982 to a net income of 
P15.08 million in the same period this 
year. Apparently, however, it does not 
feel it is vet out of the wood. 

Early this year, heavy debt charges 
forced the company to restructure a 
US$14.7 million loan obligation with 
Chase Manhattan Bank. It is understood 
that temporary shelving of the San An- 
tonio project is one of the conditions of 
the restructuring. 

Also early this year, the mine of Omico 
Mining Co. in Tuba (Benguet, northern 
Luzon) resumed producing gold bullion 
with silver by-products after several years 
of closure. However, the rehabilitation 
was undertaken not by Omico, which has 
remained inactive, but by Benguet Explo- 
ration Inc. (Benguet X), which owns and 
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Marcopper mine: not yet out of the wood. 





operates a mine in the same town whose 
complex ore body yields gold bullion and 
zinc and copper concentrates. Benguet X, 
which earned a net profit of P8 million in 
1982 against P6 million in 1981 and is be- 
lieved to have improved its earnings per- 
formance in the first half of 1983, has been 
expanding — though in the direction of 
non-metallic minerals. It now produces 
sand, gravel and pyrites from its own min- 
ing wastes. The company has also gone 
into industrial tree plantations. (which 
grow trees for processing into various pro- 
ducts or sale to wood processors). 


A from Omico, five other mining 
companies have stopped producing. 
Like Omico, two of them have mines in 
Benguet. They are Western Minolco Corp. 
and Black Mountain Inc., both former 
copper producers. The latter stopped pro- 
duction only early this year. Another com- 
pany with a closed copper mine is Her- 
cules Minerals Corp. whose property. 
called Bueno, is in Ilocos. 
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danao, southern Philippines) ar 
bales Base Metals Inc. in Zambo: 
(also in Mindanao). Sabena used to pro- 
duce copper; Zambales, manganese. | 
Three more copper mines have been 
closed: one in Barlo (Pangasinan, north- 
central Luzon) belonging to Acoje Mining 
Co., another in Bagacay (Samar, east- - 
central Philippines) owned by Marinduque - 
Mining and Industrial Corp. and the third | 
in Santa Nino (northern Luzon) owned by 
Baguio Gold Mining Co. 
Acoje, which produces metallurgical 
chromite ore in Santa Cruz (Zambales, — - 
west-central Luzon), reduced its net loss to 
P48.1 million in 1982 from P51.1 million ` 
in 1981. But just recently it sought protec- 
tion from its creditors, who had 
threatened to seize the company's assets. 
Acoje's current obligations amount to - 
P154.4 million against assets of P137.5 — 
million. e. 2 
In the case of Marinduque, its net loss — 
widened to P783.1 million in this year's. 
first quarter from P381.9 million in the 
same 1982 period. Marinduque produces 
nickel metal and sulphides with cobalt by- 
products in Nonoc (Surigao, Mindanao), 
copper concentrates with gold and silver — ^ 
by-products in Sipalay (Negros, central — | 
Philippines), and cement in Antipolo  - 
(Rizal, near Manila). Most of Marin- 
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duque's loss is due to interest payments: it 
owes various creditors some P10.5 bil- — 
lion, the bulk denominated in US dollars. 
The government, which has the biggest 
loan exposure to the mining company, is 
trying to keep Marinduque afloat. 
Through its financial institutions, the gov- 
ernment has shouldered the company’s 
external debt-service burden this year. It — 
is also converting into Marinduque equity — 
a substantial portion of both direct loans. 
to and royalty payments due from the min- 
ing firm. With that backstop, Marinduque — 
has secured additional foreign loans which — 
have enabled it to undertake a project to 
shift energy source from oil to coal. It ex- 
pects to realise cost savings of about P550 
million a year from this project. ^ 
A similar energy-saving project has 
been brought on stream by Atlas Consoli- 
dated Mining and Development Corp. 
which produces copper concentrates in 
Toledo (Cebu, central Philippines) and 
gold bullion in Aroroy (Masbate, also in 
the central Philippines). Cost savings plus 
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Md capacity” | 
Likewise opting x for no more dian utili- 
ation of existing capacity is Lepanto Con- . 
lidated Mining Co. which registered a 
et profit of P55.8 million in January- 

une in contrast to a net loss of P25 mil- 
lon in the corresponding year-earlier 
period. Lepanto produces copper concen- 
trates in Mankayan (Baguio mining dis- 
trict of northern Luzon). Also shunning 
Xpansion, at least for the time being, is 
‘Benguet Corp. which produces gold buli- 
jon initsown mine also in Mankayan; cop- 
per concentrates in a mine owned by 
Dizon Copper Mines Inc. in San Mar- 
celino (Zambales), and chromite ore in a 
ne owned by Consolidated Mines Inc.. 
n Masinloc (Zambales). First-half net in- 
€ of Benguet increased from P31.1 

million in 1982 to P 132.2 million this year. 

hilex Mining Corp. is the only member 
ie top six mine operators which is plan- 
expansion. It is boosting its copper- 
nilling capacity in Tuba (Benguet) 
m 10,000 tons of ore a day to 37,000 
which is to be staggered over a four- 
r period. Philex doubled its net profit 
128.8 million for the first half of 1983 
ipared to P62 million in the same 1982 
od. Apart from Benguet, Philex is the 
onsistent money-maker among the 
x producers, but it has the benefit of 
ing revenues from its non-mining af- 
companies which are in oil explora- 
. commercial banking and, starting | 
htly more than a year ago, tyre manu- 


India encourages tea ex 









By Jayanta Sarkar 


Calcutta: In a bid to check further erosion 
of tea exports, the Indian Government has 
decided to extend more incentives to ex- 
porters. Merchant-exporters will get a re- 
fund of excise duty paid on tea they ex- 
port, Up to now, only producer-exporters 
have enjoyed this incentive. In September 
1981, the government announced a 
scheme whereby producer-exporters were 
allowed to reclaim the excise paid on ex- 
port consignments. Excise duties ranged 
from 44 paise (4 US cents) per kg. to 
Rs 1.44 per kg. depending on the zone 
where the tea was produced. But mer- 
chant-exporters were given à maximum 
excise rebate of 44 paise per kg. ` 

Yet merchant- exporters account for 
nearly 70% of the country's total tea ex- 
ports. They have since 1981 been trying to 
make New Delhi reform its policy. On the 
government's part, one problem was that 
since these shippers mostly export 
blended tea, made up of supplies from dif- 
ferent excise zones, it was difficult to as- 
certain the applicable excise rebate on a 








ended. 





paise and Rs 1.44 per kg. may not help all 
that much in improving the competitive- 
ness of Indian tea as the country has one of 
the highest costs of production in the 
world. The biggest problem for Indían ex- 
ports is the high price that tea secures in 
the domestic market. During the past. few 


8- 

he caution of the mining industry is re- 

ted on the stockmarket. Except on oc⸗ 
ys when arbitrage mining issues. 
se whose shares are traded both here 
d abroad) have risen, investors have 

ed mining shares as though their po- 

ntial is less than encouraging. —— 


lean — the main reason being that most 
producers and traders have found it ad- 
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Acrisis on the hoof 


Mongolian officials demand measures to reduce an alarming 
ncrease in livestock deaths — blamed largely on neglect 


By Alan Sanders 


“special meeting of the Mongolian 
Pa People's Revolutionary Party Cen- 
ral Committee has been held to discuss 
le animal-husbandry situation, over 
which there is serious concern, according 
o. President Yumjaagiyn Tsedenbal. 
sses of adult stock have been 13096 - 
her this year than in 1982, and losses of 
born animals 240% higher. E 

iS a result, the total number of surviv- | 


situation on the irresponsibility and disor- 
ganisation of local administrators and 
herdsmen. 

First Vice-Premier Tumenbayaryn Rag- 
chaa reported to the meeting that since the 
year-end livestock census, Ovorhangay 
province had lost about 200,000 head; 
losses in six other provinces ranged from 










15-27% of their newborn animals this 
spring. | 7 
| An. 1982, — said, Mong: Ni 

fewer and 1 





given consignment. A way out has now - 
been found and the dual policy has been 


However, a cost saving of between 44 


months exports have. remained extremely 


73,600-86,300 each. Five provinces lost 


production in the face of stagnation in several areas 





ee ways to boost overall 


vantageous to sell their tea domestically. 

Tea prices, after remaining subdued, 
since the boom of late 1977-early 1978): 
have taken a sharp upward swing in the 
past few months. Sales at the Calcutta auc- 
tion at the end of June were fetching any- 
thing from Rs 9-10 more per kg. compared 
toa year ago. Foreign sales cannot match 
this performance, 

Most observers, however, feel Indian 
prices cannot stay this high for long. But 
rather than any rapid decline, most expect 
prices to stabilise at a slightly lower level. 
Against the prevailing average leaf-tea 
price of Rs 26-30 per kg., there could be 
levelling off at around Rs 22- 25. | 






n M far as exports | are — the sii 
| tion is obvious — but is proving difficult 
to bring about. Tea production has to be 
raised so that a sizable export surplus is re- 
tained after fully meeting domestic de- 
mand. Selling at home is a soft option for 


the industry a and there is a natural tenden- 
cy to go for it, though that does not serve 


the nation well. To date, production has 
been increasing very slowly. Between 
1977, when 556 million kgs were pro- 
duced, and 1982 — 565 million kgs — the 
rise was only 1.676. Part of the explana- 


.tion was poor weather, but this was no ex- 


cuse. | 
While the new emphasis on exports has 


-been welcomed, tea circles feel New Delhi 


has not yet responded to the challenge of 


raising production: Many of the north In- 
dian tea bushes, spread over Assam and 


West Bengal states and yielding nearly 
four-fifths of the total crop, have grown 





horses than in 1961. The last-announced 
total number of livestock in Mongolia (in 
1981) was 24.26 million of which some 
18.7 million were sheep and goats. In re- 
cent years, efforts have been concentrated 
on building up dairy herds. 

However, Ragchaa pointed out that 
many provinces had not been procuring 
sufficient fedder, and 7-11% of wells in 
the countryside were unusable. Tsedenbal 
demanded that each province, state farm 
and herding collective should be allocated 
an absolute minimum number of head of 
livestock below which it must not fall be- 


tween now and the year-end census. 


“We must adopt a self-critical approach 
to the current state of affairs in animal 
husbandry and take concrete and active 


measures to bring about a decisive reduc- 


tion i in livestock. Songs mobilise reserves 
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old. There are schemes for givi 
term loans for rejuvenation, replanting 
and acreage extension, but these have not 
been significant to date. bs 
The latest and most sweeping plants for 


a Rs 430 million revamping of the famed | 


Darjeeling. tea industry: dts production 
has stagnated at about-12-14. million kgs. 
(About 30 million kgs more is sold every 
year worldwide as Darjeeling tea, but is 
not the genuine article.) Still another idea 
being considered in New Delhi is to ap- 
proach the World Bank for substantial fi- 
nancial assistance. Similar bank funding in 


soft- 


other countries has been the inspiration | 


behind the plan. But any such financing 
might require a structural change in the 
Indian tea industry for which nëither New 
Delhi nor the industry seem to be pre 
pared. 

The tea companies have long been 
clamouring for à cut in the tax rate, mean- 
while. The marginal tax incidence on tea 
has been higher than in any other industry 
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Friendly and efficient 


service in a dynamic 
economy is the 
winning combination 
that assured our 


bank of Japan. ry, 
And now we're 
developing into 
an international 
financial complex. 
Perhaps more than 


growth into a city << 


have to rise to something like Rs 1 billion a 
vear (against approximately Rs 300-400 
million at present) if India is to avert a tea 
[amine by the turn of the century, a recent 
industry study warned. 

An additional element of uncertainty 
has been introduced by changes in the in- 
dustry's corporate ownership. The pro- 
cess started with the Foreign Exchange 
Regulation Act which came into force in 
January 1974. This brought down foreign 
shareholdings to a maximum of 74%. But 
the vicissitudes that have marked the in- 
dustry since then have induced most of the 
foreigners to divest themselves of man- 
agement of the 100-odd tea companies 


| which have passed on to Indian hands. 
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of our success 


The Japanese bank that helps you grow 








any other Japanese bank, 


Saitama offers its 
customers the full 
benefits of its vigor 
and vision. The vigor 
that has made it one 
of Japan's fastest 
growing major 
banks. And the 
vision of a bank 
that never forgets 
people are people. 
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A traders exposed to foreign-ex- 
change risk have spent sleepless 
nights recently worrying about the US dol- 
lar. A gang of central banks around the 
world is attacking it. Of all things, even 
the dollar's “mother” bank — the Federal 
Reserve Board — joined the gang to at- 
tack its own offspring. 

The rallying cry is: “Intervene!” But in- 
tervention quite simply will not work. The 
threat of intervention may frighten trad- 
ers; actual intervention may disturb the 
prices of currencies temporarily. But, às a 
policy, intervention is worthless. It has no 
lasting effect and its very mechanics serve 
to undermine even its temporary effects. 

The intervention mechanism works in 
general like this: when the Fed buys some- 
thing — anything — it gives the seller a 
cheque drawn on itself. In order to obtain 
his money the seller deposits the cheque in 
a bank. The bank, in turn, seeing that the 
cheque is drawn on the Fed, deposits it in 
the bank's account at the Fed. Now this 
bank, and banks in general, have more re- 
serves than before. Based on these re- 
serves, banks can lend (or create) addi- 
tional money. 

This applies when the Fed buys 
Deutschemarks or yen or any other 
foreign currency. Consequently, the act of 
intervention — that is, the purchase of 
foreign currency by the Fed in an attempt 
to drive up its value — causes the supply of 
dollars to expand if the Fed takes no other 
action. 

But the Fed wants stable money 
growth. To achieve this goal it must not 
` allow reserves to expand. Paul Volcker, 
chairman of the Fed, says he will not allow 
intervention to cause reserves growth 
greater than that already planned. Thus, 
the Fed will act to "sterilise" the impact of 
its intervention on bank reserves. Buying 
foreign currency raises bank reserves and 
selling lowers them. So, the Fed sells 
treasury bills to pull reserves back down. 
The increased supply of treasury bills 
pushes up interest rates to levels higher 
than they otherwise would be. 

This is the mechanism. Let us look at a 
specific case — for example, the US dollar 
and the yen. The Fed finds the dollar ris- 
ing and the yen falling on foreign-ex- 
change markets and decides to intervene. 
It buys US$100 million worth of yen from 
traders (usually through confidential ar- 
rangements with selected banks in order 
to cover up the extent of its transactions), 














Robert Haney Scott is a visiting pro- 
fessor at the rtment of Accounting 
and Finance, the Chinese University of 
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104 


Volcker: an economic pipedream? 





and gives the seller of yen a cheque in dol- 
lars. This represents increased demand for 
yen and an increased supply of dollars. 
Yen values should rise and the dollar's 
value should fall. This is the undermine- 
the-dollar act that intervention is sup- 
posed to accomplish. 

However, the seller of yen now has a 
cheque drawn on the Fed. He deposits the 
cheque in a bank and the bank deposits it 
at the Fed. Bank reserves at the Fed rise 
by US$100 million. To offset this rise, the 
Fed sells an equal amount of treasury bills. 
The buyer of treasury bills pays for them 
with a cheque on a bank. The Fed collects 
the cheque by reducing the bank's reserve 
account. So there should be no change in 
reserves nor in the money supply — the 
outstanding supply of dollars. But there is 
one change. The supply of treasury bills is 
up, and these must offer higher yields than 
before in order to induce the public to 
hold them. 


eanwhile, what happens in Japan? The 
mechanics of intervention tell us that 
the entire process is reversed. Remember 
that the Fed bought yen. The seller gave 
the Fed a cheque drawn on a Japanese 
bank for US$100 million worth of yen. 
The Fed sends this cheque to the Bank of 
Japan (BoJ), the central bank, where it 
maintains an account. 
The BoJ sees that the cheque is drawn 
on a local bank and reduces that 
bank's reserves by US$100 million worth 


Foreign-exchange markets get 
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of yen. This decline in reserves, if not 
offset, will cause the money supply in 
Japan to fall. To keep the money supply in 
Japan constant, the BoJ must offset the 
drain on reserves. It must take action to 
expand their availability. Increased re- 
serve availability causes downward pres- 
sure on interest rates in Japan. 

The upward pressure on United States 
interest rates is mirrored by the downward 
pressure on rates in Japan. This makes US 
securities even more attractive, and Ja- 
panese securities even less attractive, than 
they were before the process began. Be- 
cause of this increased interest-rate diffe- 
rential, investors will demand more dol- 
lars and less yen, causing the dollar to ap; 
preciate on the foreign-exchange markei 
This, of course, is precisely the opposite o 
the intended result. The impact of the in- 
tervention process is undone. 

If the BoJ also enters the foreign-ex- 
change market to support the value of the 
yen against the dollar — that is, if it joins 
forces with the Fed — the mechanics of in- 
tervention clearly show that the entire 
process is merely accentuated. The BoJ 
must supply even more bank reserves, and 
the Fed must absorb even more bank re- 
serves. The interest-rate differential 
grows even larger. 

Volcker argues that sale of US$100 mil- 
lion is small change in the treasury bill 
market since some US$550 billion of 
treasury bills is outstanding. As a result, 
he contends, these sales have no percepti- 





‘Intervention is surely an exercise 
in futility. It is unwarranted 
interference in the market-place.* 


ble effect on interest rates. But at least 
US$500 billion in foreign exchange is 
traded every day in New York and 
perhaps twice this amount in London. It 
follows that a US$100 million purchase of 
foreign exchange is also small change rela- 
tive to its vast market. And so, minor in- 
tervention accomplishes little and major 
intervention sets off opposing forces. 

The conclusion is that intervention is 
surely an exercise in futility. It is unwar- 
ranted interference in the market-place. It 
causes disruption to no lasting purpose. 

In the examples above, the money 
supplies created by the various central 
banks were unchanged. If the gang of cen- 
tral bankers really wants to alter the value 
of the dollar it should disband. Its mem- 
bers should return home and look after 
their own respective currency supplies. 
The dollar's value will only fall when its 
supply expands relative to the supplies of, 
other currencies. Such changes in supplies 
do not require intervention. Intervention 
is merely a disruptive ruse. 
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THE HONGKONG 
AND SHANGHAI 


HOTELS, LTD. 
983 Interim Results 


The unaudited net profit of the Group for the six months ended 30th June, 1983, after 
taxation and minority interests, amounted to HK$66,884,913, a decrease of 10.56 per 
cent on the figure of HK$74,785,820 for the corresponding period of 1982. 








The Directors have declared an interim dividend of 30 cents per share (1982: 30 cents 
per share). Dividend warrants will be despatched on 23rd September, 1983 to persons 
who on 15th September, 1983 are registered shareholders of the Company. The transfer 
books of the Company will be closed from the 2nd September, 1983 to the 15th 


September, 1983, both days inclusive. 


* Group profit for the first half of 1983, compared with the corresponding period of 1982, 
was primarily affected by the loss of interest earnings due to the full utilization of the 
Company's cash resources towards development expenditure during 1982. The loss of 120 
guestrooms in the new wing of the Peninsula Hotel inevitably reduced business, although 
this was less severe than expected. The Hotels and Catering Division performed 
satisfactorily in the face of increased competition both in Hong Kong and regionally. 


Full occupancy of commercial properties at satisfactory rentals has been maintained, and 
income from the Properties Division has improved, due in particular to higher income 
obtained from domestic tenancies no longer subject to rent control. Income from 

St. John's Building will commence during the second half of the vear. 





ee In view of the adverse market conditions, your Directors view the year 1983 as a whole 
with caution. In the absence of unforeseen circumstances, it is hoped that a final dividend 
of 70 cents per share can be maintained, although this will be dependent upon the actual 
circumstances prevailing. 


Hong Kong, August 11, 1983 


gy THE HONGKONG AND SHANGHAI HOTELS, LTD. 


Incorporating the Peninsula Group 


Hotel Ownership and Management. Catering. Real Estate 


ST. GEORGE'S BUILDING, HONG KONG 
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four years of recession since the second 






making a strong turnaround, convincing 
- official and private economists that re- 
-covery here is now beyond doubt; 

.. Inflation, which had for decades trou- 
bled the nation and eroded its growth, has 
now been brought largely under control. 
The consumer price index rose just 2% in 
he first half of this year, a far cry from the 








: 1981 and a striking 33% in-1980. 
Strong domestic demand is leading the 
process of recovery, stimulated by the 
- 1982 government reflation package which 
ured a steep interest-rate cut and a 
'Orporate-tax reduction. This policy en- 
Ouraged many firms to strengthen their 
inancial structures and boost investment 
n anticipation of a gradual recovery in the 
'orld economy this year. 

Spurred by an unusually strong re- 
urgence in housing construction and 
ther property-market activity, gross na- 
ional product in.the first quarter of this | 
fear rose 9.395 in realterms. — — 

- Figures released by the central bank on 
August 18 for the second quarter showed a 
larly striking improvement, with GNP 
p another 9.8% in real terms. As in the - 
irst quarter, the economy was paced by a 
risk construction. sector — and a new 


































































apua New Guinea intro: 
inconsistencies which ha 





By Rowan Callick 

Port Moresby: The Papua New Guinea 
Government is making a bold bid to solve 
one of the country's most unsettling is- 
Sues: the great gap between expatriate and 
national salaries. Prime Minister Michael 
Somare first entered political life in a cam- 
paign in the mid-1960s for equal pay. His 
_ solution now is a little more sophisticated. 

A single salary structure will replace the 

dual-wage policy described by Public Ser- 

vice Minister Tony Siaguru as "a colonial 

_felic.” The government willthen be free to. 
pay an allowance, at the market rate, to 

foreign experts it needs. © ^ ^ 
.. Formerly there were three salary levels 
.for expatriate public servants: Australians 









means | 










oul: The South Korean economy, hit | 


world oil shock in 1979, seems at last to be | 









3% rate. for the whole of 1982, 14% ind 










.. Rates of pay in Papua New Guinea ab 
ready are much higher than.in other de- 
- veloping countries in the region which ate 
competing for the same capital invest- 
ment. A clerk, for instance, may be paid | 
more than US$6,000 à year? | 
the spread is not as great: This ha 
; the government losing professional 
tise at the upperend, ^ ^ ^^" - 





grew 21% while manufac 
10.3%. The first-half GN 





target of 7% or more will be achieved: 


building permits for residential, commer 
cial and industrial projects reached an 
aggregate of 19 million sq. ms in the first 
half, up more than 50% over the year-ear- 
lier period. Domestic demand for capital 
goods, including machinery, rose 43.8%, 
though export demand for capital 

fel 1795, 5. 7 y — 


duction rose nearly 14% compared with 
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index soared morë than 15 
a mere 3.4% a year earl 


(US$ million) — 
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turing was'^up. | 
| GNP gain was thus | 
9.675. It seems clear this year’s growth | 


Indicating theo construction boom, | 


l goods: | 
During the same period, industrial pro- | 
less than 596 a year earlier. The shipments. | 


-eompared to. | 
ier. Inventories - 










“surge "in manufacturing: ^ Construction. | 
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Mas. 21, 782). The initial government aii 
of keeping this year’s broad money suppl 
increase to 1576 has been further scale 
down to 13% and figures suggest the cre 
dit policy; is being successfully im 
plemented. M2 growth was 17% in Jul 
compared to 31% in July 1982; the aggre 
gate M2 increase for the first six mont 
stood at 21,255 compared to 29.1% in th 
first half of 1982. 

Thus the government's overall stabilis: 
tion policy, based on reduced inflatior 
| | jow interest rates an. 
small — foreign-ex 
change rate fluctua 
tions, seems to b 
working. During th 


doe 
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Current-account deficit | TESE iM first seven months c 
nc | | M0 | n: this year, the won de 
Invisible balance | |] dli] o 136 ibd OU ae T 

: i i : i $ n : a SIS. yf aud & ; 

Overseas construction receipts (195 | 1,303. ] 134 gy clined 9 fo against th 

Interest on foreign loans ee RT o STE J. non US dolar. But th 
SE ER MT De | up d e " 1 strong dollar, backe 
Short-term capital receipts —— MH 59 j [Ou 3x? abu a Rol Inita 
Overall balance (0 «| 2292 e LMD 1424 [E 1.126 Dy T high U nus 
Foreign-exchange reserves 5,550 n.a. . 6,006 | na. States prime rate, ha 


Source: Economic Planaing Board. 


introduces a single structure to iron out 


for some of its foreign expertise, but at the 
same time is prevented from paying the 
higher rate needed to attract rarer skills. 

The Public Emplovees Association 
(PEA) embarked on a poorly supported 
strike earlier this year over the issue of 
dual-pay systems. The demand for wage 
equality with highly paid expatriates was 
potentially disastrous, but had started to 
lead to some public-service chiefs en- 
couraging the rapid promotion of national 
staff to boost theirincomes. 


But overal 
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So part of the new wage" pack 


increased = Sout 
Korea's financial bur 





















nounced by Siaguru in mid-July is the im 
plementation of a job-evaluation exercis 
that will add six new levels to the top enc 
of the present I4-level wage system. Some 
positions — doctors, for instance — wil 
be re-evaluated upwards; some, down 
About 10,700 public servants, 21.4% o; 
the total, will receive rises as a result. 
The job-evaluation studies conductec 
for the government have shown that ad. 
ministrative and clerical workers are over 
paid. So Siaguru aims to freeze the wage: 
13,550. workers for up to five 


— 


of these 
years. He also wants the PEA to accep 
annual consumer price index-based wage 
adjustments -— as the private sector has 
How agreed to accept — rather than the 
present six-monthly adjustments, 

Siaguru already has succeeded in per- 
suading the PEA to accept 3,000 redun- 


dancies over the past year. There are signs 


gains. 


now, though, that the union may react 
against the new package, though it as- 


j tutely answers some Jongstanding union 


complaints while 


making government 
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| With — dene at she cad of 1983 ex- 
| pected to reach US$40 billion, reducing 
overseas borrowings has become the prin- 
cipal issue for newly appointed. Deputy 
;Premier and Economic Planning Minister 
“Suh Suk Joon. Revision. of the current 
five-year plan (REVIEW). Aug.4) is aimed 
partly at readjusting targets to minimise 
borrowing and maximise. domestic sav- 
ings. The — wants.to raise the 
savings ratio from 22% at present to 30% 
in 1986, the last year of the current plan. 

— As a result, strengthening the interna- 
tional balance of payments is the key 
policy; officials are optimistic they can 
limit this year's current-account deficit to 
ibout _US$2 billion, compared with 
: US$2.5 billion in 1982. During the first 
























ái ftem Description identification Serial Engine Machine 
: Number Number Number Hours 
"u RT "n O NE at 26/7/83 
“A S "Clark Michigan" 125B Loader 437-01 439-A106-ASC . 20215168  5,655Hrs — 
B "Clark Michigan" 125B Loader 437-02 439-A111-ASC 37155 5,232 Hrs 
C “O&K” RH75 Hydraulic 432-01 70023 CR30191& 16,041 Hrs 
Excavator/Face Shovel 10876628 O8 
D “O & K” RH75 Hydraulic 432-02 70042 CR30180& 13,262 Hrs 
Excavator/Face Shovel 23146719 | 
E “O & K” RH75 Hydraulic 432-03 70063 CR30234& 11,635 Hrs 
Excavator/Face Shovel | 10510848 | 
F “O & K” RH75 Hydraulic 432-04 70079 J0535005& — 9,870 Hrs 
Excavator/Face Shovel 23167900 


Quantities of spare parts are also available. A list of these parts will be supplied upon application. 


GENERAL INFORMATION: The equipment will be sold in operating condition ex our Weipa Bauxite Mine and all 
of the equipment may be inspected any time prior to the tender closing date. The equipment has been maintain- 
ed to our usual high standard. 

NOTE: if it is required to view the excavators (Items C,D,E and F) ino 
available, we are prepared to reimburse the. successful purchaser t e cost of two return air fares between 


Brisbane and Weipa. 


We are also prepared to assist the purchaser in negotiations concerning transportation and shipment of these 
excavators to their final destination. In addition, we will provide the services of a suitably qualified person, free of 
charge, for a period of up to six months, to advise in the operation and maintenance of the equipment, if this 


is required. 


TENDER CONDITIONS: May be obtained by contacting Mr. H. Haldane, or in his absence, Mr. N. Cook at the 


billion. from 
1982 period.” » 
caused by shrinking receipts from over- 
seas construction contracts and a larger 
import bill. 

But with merchandise exports — the 
chief: engine of the South Korean econ- 
omy — gaining momentum, no one here 
seems seriously concerned cabout the 
country's ability to service its debts. The 
debt-service ratio, at 15% of foreign- 
exchange earnings; is thought reasonable. 
However, the pattern of export growth 
remains at best irregular and even poten- 


months, exports reached US$13 billion, 


- up almost 9% (compared to a 2% rise in 


Heal rater agri IH —————— —-—— Ceu err dvi ie tete rti demit, 


the same 1982 period). It is hoped this rate 
will be maintained, bringing the newly 
adjusted export target of US$23.5 billion 
by. year's end within reach. 


address below, or by phoning Brisbane (07) 226 1711 or Telex AA40417. 


ATTN: M 


All correspondence should be addressed to: 
Comaico Aluminium Limited, 





tially worrisome. During the. first seven 
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FOR SALE BY TENDER 
TENDERS CLOSING MIDDAY, 7TH SEPTEMBER, 1983 
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ration, and view maintenance facilities 


| ditional prot duc 


South Korea's light-industrial sector 


of textiles, footwear and. other traditi 


demand, has led to increased utilisatio 0 


ment. The jobless rate, as of July, stoo 
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ch as textiles 
plywood. In June alone 
surged 16795, bringing the tot 
first half to US$1.8 billion; up USsé 5 
lion over a year earlier. | 

The gradual recover yinthe wotld econ 
omy is expected to breathe new life int 


ures for August indicate that produ 


items is beginning to pick up. This trend 
helped by a steady expansion in dome 


the country's manufacturing capac 
with plants operating at a high average o 
8275 in turn helping to reduce unemploy 
3.3% , the lowest since 1981. ! 
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World Shanghai after launching: hopes of more ship exports. 





A test of the water 


export-credit scheme 


to help boost exports of ships and marine equipment 


By Teresa Ma 


Shanghai: In an unprecedented move, 
the Bank of China (BoC) is to provide 
a buyers export credit, now being 
negotiated between officials of its Shang- 
hai branch and the Express Shipping Man- 
agement Co, of Hongkong. The credit is 
to facilitate a US$20 million order for four 
Ships of less than 10,000 dwt each, placed 
with the Zhonghua Shipyard in Shanghai. 
BoC Shanghai is offering a credit, which 
would cover 75-85% of the shipbuilding 
contract. The loan is to be based in US 
dollars and is repayable every six months 
at 8.5% fixed annual interest over eight 
years. It is understood that the Nanyang 
Commercial Bank, a Hongkong-based sis- 
ter bank of the BoC, will also participate 
in the lending. 

"We're putting the new credit scheme 
on trial service,” said Ma Zuhui, manager 
of the credit department of BoC Shang- 
har. The BoC buyer's export credit is the 
latest move to step up the country’s export 
drive for the shipbuilding and marine- 
equipment industries. Until recently, 
Chinese shipbuilding corporations oper- 
ated on a cash-on-delivery basis for 
foreign orders. 

In August 1982, the Chinese state ship- 
building industry for the first time offered 
an export credit for an overseas order: No- 
riental Offshore of the Thoresen Interna- 
tional Group of Norway commissioned 
two 6,000-hp. UT714 tri-purpose boats to 
be built by Shanghai's Jiangnan Shipyard. 

Under the US$10 million contract, 
equipment and technology supplied by 
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Thoresen will pay for a third of the build- 
ing costs. Of the remaining two-thirds, 
80% is covered by a six- to nine-year cre- 
dit at about 9% annual interest. Unlike 
the new buyer's export credit facility, 
Thoresen's credit was provided by the 
Shanghai Shipbuilding Industry Corp. 
(SSIC) and not directly by the BoC. SSIC 
supervises all shipyards in Shanghai. 


[ adhi 


oom 9 Tm 


| M——— 


p 
Marine diesel in Shanghai shipyard: selling to Asia. 
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The Chinese Government al- 
ready allows supplier's credits and 
deferred payment for the export 
of ships and complete sets of 
machinery. Foreign orders for 
turnkey plants and ships exceed- 
ing US$500,000 may qualify for 
such credits — usually set at about 
9% annual interest over a period 
of four to eight years, Ma said. 

Under the deferred-payment 
scheme, the foreign buyer has 
only to come up with a 2095 
downpayment, with the rest to be 
paid in 12 instalments over six 
years. Sales of machinery go 
mainly to Southeast Asian coun- 
tries while ships are usually com- 
missioned by owners in the United 
States, Singapore, Hongkong and 
Western Europe. 

In March, Norway's Parley 
Augustsson Corp. signed a US$85 
million contract with China State 
Shipbuilding Corp. for six roll-on, 
roll-off vessels. The first of th« 
7,000-dwt vessels is to be de- 
livered this month. Again, part of 


the financing was supplied by the 
builders. 
Successful conclusion of negotiations 


for the buyer's export credit would boost 
the Shanghai shipbuilding industry, which 
accounts for more than half the national 
total export tonnage. Shanghai built 51 
ships for export totalling 550,000 dwt dur- 
ing the two years beginning 1980 when 
China first set its feet in the international 
shipbuilding market. 

With nine shipyards and four marine- 
equipment factories, Shanghai's ship- 
building capacity equals 40% of the na- 
tional total, an SSIC official indicated in a 
recent Xinhua newsagency report. During 
1983-85, Shanghai is to produce more than 
300,000 dwt for export, while targeted na- 
tional total exports are 1 million dwt. In 
addition, Shanghai has been assigned to 
build 40% of the 2.5 million dwt 
scheduled for domestic use. 

The credit facility, now being 
tested in Hongkong — which is 
China’s third largest ship-export 
market — may be extended to 
other foreign shipowners. 

The BoC Shanghai branch has a 
large amount of foreign reserves 
from deposits made by Shanghai 
foreign-trade corporations and 
has been remitting foreign funds 
for use by the Peking headquar- 
ters of the BoC, Ma said. How- 
ever, he sees more foreign spend- 
ing over the next two years as 
Shanghai enterprises import more 
technology and equipment for up- 
grading industrial plants. 

Loans to Chinese enterprises 
for technical transformation carry 
a very low 2.52% annual interest 
and may be repaid over a three- 
year period. Some 400-500 indus- 
trial enterprises have applied for | 
the loan facility, but only a 
few have actually received cre- 
dits. 
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| Kobe Steel offers a full array of projects, products and services that 
help countries grow, develop and prosper in a big way. 
Like starting from scratch and creating plants. 
Furnishing technological know-how. 

Or supplying the essentials for growth industries. 
But we work in a small way, too, right down to the people-to-people level to make sure 

progress is meaningful for individuals of a nation. 

In fact, we ourselves have expanded so much we have a new trademark to show off 
Kobe Steel's integrated industrial capability. 
KOBELCO. It's the mark that's growing in international importance. 





- TOKYO HEAD OFFICE: Tekko Bldg., 8-2, Marunouchi 1-che ne, „Chì 
SINGAPORE OFFICE Tower 2102, 21F DBS X ipore 0106/Tel: 

KOBE INTERNATIONAL (8) CO., PTE. LTD.: 60 f Re Kc, 3, Singapor 64-2444/Telex: RS 26574 KISCO 

Offices also in New York, Los A y Düsse ) * co City, and Sharjah. 
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e specialize in growth. 














The phenomenal growth of Far Eastern 
economies is one of the most startling 
developments of the late twentieth century. 

Discussed and analysed with intense 
interest all over the world, it is still only barely 
understood in the West. 

Those who comprehend it best are those 
in leadership positions throughout the Asian 
region itself. 

But even these powerful individuals 


need to be fully informed 

about fast-breaking Talk to them through 

66 95 
the Review. 


developments taking place 
all around them. 

How does a Chinese banker in Hong 
Kong get the measure of finance in South 
Korea? 

How does a Malaysian politician assess 
the activities of his counterpart in Thailand? 

Like thousands of others, they depend on 
the Review. 

The Far Eastern Economic Review is the 
most important channel of information for 
Asia, about Asia. It is required reading for the 
elite in every nation of the Far East, because it 
is literally the only source of information they 
can rely on week after week. 

As a result, the Review reaches the 
highest levels of business, financial and 
government life. And it hardly touches anyone 


We chart Asia's 
growth for the people 
who control it. 


below this exalted level. We believe you can’t 
compare the Review to any other publication 
in Asia. 

It is truly unique. 

When considering the Review, you 
have no real alternative but to assess its 
effectiveness as an advertising medium in the 
context of its unique editorial environment. 

The Review forms a vital bond of sharec 
knowledge in a region that is geographically 
and socially fragmented 
So naturally, it is 
indispensable for anyon 
needing a consistent, reliable 
source of in-depth information on Asia. 

The Review is the cornerstone of Asian 
campaigns, placed by serious-minded 
advertisers marketing quality products and 
services. They know that in the Review their 
messages are well received throughout the 
region by the most influential group of 
leaders in business, finance and government. 

The people who control Asia’s growth. 


FAR EASTERN I ECONOMIC 
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For Advertisers who take Asia serious 












9696 of Review subscribers are in business, the professions or government. 
6196 of those in business are presidents, chairmen or board directors. 
8296 of those in government are in senior posts. 

6896 of Review subscribers have household incomes over US$30,000 


(Source: Project Parade 81 conducted by INRA.) Data from Asian Profiles III available on request. 


For further information, please contact 
The Far Eastern Economic Review, 181-185 Gloucester Road, 7th Floor, Centre Point, P.O. Box 160, Hong Kong. Tel: 5-734301; Telex: 62497 











POACHING 


f 7 inai 
ë otted easily in margin 
T weather thanks to 


sophisticated airborn radar. 





— — 


HE Nomad Searchmaster 

is a unique and proven 
patrol aircraft, that represents 
the best maritime surveillance 
package currently available for 

scoastal surveillance. 

The range includes the 
Searchmaster 'Lima' with chin- 
mounted radome equipped 
with 360? Litton search radar. 

'Sublima' with nose- 


mounted 240° radar or Bravo | ^ 


with forward-looking 120? 
IBendix Target radar. 
Nomad Searchmasters 
Bhave proven their efficiency 
nthe protection of off-shore 
resources, control of illicit 
Etrade and entry, and security 
of coastlines, shipping, and 
coastal waters. 
Designed primarily for all 
weather surface surveillance, 
:he Searchmaster offers all 


Our spy- 


ese men out of work. 







A 





in-Jc-sky bu. 


the search sophistication of a 
larger aircraft at a fraction of 
the cost. 

Increased reliability and 
outstanding fuel-efficiency 
add to the economy of this 
aircraft's operation. 

Examine the features 
of the Searchmaster and 
youll discover the natural 
advantages of the Nomad « 4 

genealogy. X a 

Features like low service 
and maintenance costs, 
unsurpassed crew vision and 








resources of the Australian 
Government and its aircraft 
factories. 

For further details on any 
of the Searchmasters, contact: 
The Nomad Marketing 
Group, 226 Lorimer Street, 
Port Melbourne, Victoria, 

3207 AUSTRALIA. Telex: 
DEPRODY AA 30252. 
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comfort, real low- —— 
speed manoeuvrability jas 
and outstanding 4# ie 
STOL capability. — 
Searchmaster 
comes with full 
technical and spare-parts 
back-up through the wide 
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We make it easier for you. 
Because we've grown internationally 
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service and tailor them to you. 
And your nearest First Interstate Bank 
office can put it all within your reach. 
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. SHAREHOLDERS in Sun Hung Kai. 


Securities ánd Sun Hung Kai Bank may | 
be excused for wondering why it is such a 


good thing for their two companies to be 


merged now under one new holding | 
company (Sun Hung Kai & Co.), when: 


less than four years ago equally convinc- 


ing (or unconvincing) reasons were ad- |: 
the two sides of the. 
| turn for.just 51.3% of the enlarged 
“equity, itis clear that Me rrill — currently 


“vanced for splitting | 
business. They were to have a chance to 
N ask why at shareholders’ meetings of 
|]: both companies on August 26. 

á The offer document detailing the for- 
mal scheme of arrangement by which the 
merger is to be effected hardly makes à 


case for the move — quite the reverse, in 


fact for Bank shareholders who im- 


i mediately stand to lose more than they 


- gain. But reading between the lines, 
| Shroff detects the hidden hand of a dis- 


T gruntled Merrill Lynch wishing to sal- 


- vage its ill-timed investment in the Sun 
Hung Kai group through a reshuffle of 
interests. 
"When Sun Hung Kai Finance was 


spun off from Securities in 1979 as a- 


'separately quoted entity it was argued 
that "while the business and interests of 
the two groups are complementary they 
-are essentially different in character.” In 
fact, the finance company had suffered a 
run on deposits a year earlier when it was 

subsidiary of Securities — no doubt a 

n 10tive for the separa- 


‘tion. By March 1982, Sun Hung Kai Fi- | 


nance had not only put past problems be- 
hind it but had been granted a full bank- 
‘ing licence, and was renamed Sun Hung 
i Kai Bank. 
- . A couple of months later, when the 
~~ Hongkong stockmarket was still flying 
high (and Securities with it), along came 
Merrill Lynch to acquire a 25% stake in 
Securities and 15% in Bank, joining the 
‘French group Paribas which now has a 
24.7% stake in Bank and 9.4% in Sec- 
urities. By the end of 1982 when the 
Hongkong market had plummeted, and 
Securities’ earnings with it, some pretty 
bitchy things were being said on Wall 
Street about Merrill's $ by then greatly de- 


© valued investmentin both Securities and | 
Bank. In contrast, Sun Hung Kai group 


.. chief Fung King-hey saw his own per- 
.. sonal stake in Merrill Lynch soar on the 
back of the Wall Street boom. 

Then, in March of this year, when Sec- 
urities published its 1982 accounts show- 
inga crash in pre-tax profits (and a huge 
after-tax loss when provisions were 
made for a fall in the value of invest- 
ments in associated companies) Merrill 


had clearly decided that enough was | 


enough. At this time it was announced 
that Bank and Securities; would. be 
brought back together, still as separate 


of erating c entities but under: one SIRO | 


company in which (the long-delayed 


Offer document now reveals) Merrill and 


. Paribas will each ultimately hold 20% 
| and Fung himself 40% , with the rest in 
“public hands. | 


. As Bank shareholders are. being asked 


to contribute 59.6% of the attributable: 


net assets of the combined. group and 
54% of the attributable earnings, in re- 


heavier on Securities than on Bank stock 
— is coming out best. | 

No doubt the merger makes sense for 
Merrill — and possibly for Fung (who 
owns 48.4% of Bank and 35.1% of Sec- 
urities) as well as for Paribas. No doubt 


too they would prefer not to increase 
| their holding i in troubled Securities right 
now, but equally they will have been pre- 
| pared to make concessions in order to re- - 


tain Merrill as a partner. But it hardly 
makes sense for minority shareholders in 
Bank, who are being asked to accept a 
13.9% decrease in attributable net assets 
and a 5.3% decrease in attributable 
earnings under the merger terms. By the 


same token, Securities’ shareholders g get 


a 20.6% and 5.596 boost under these re- 
spective headings. 

In a letter to shareholders of Bank and 
Securities, Kleinwort Benson (HK) and 


Citicorp, respective financial advisers 


for this deal, acknowledge the dilution of 
benefits to Bank shareholders but argue 
that Securities has the "greater earnings 
potential" of the two. Maybe, but 


neither last year's performance by Sec- | 
urities nor the medium-term outlook for 


the Hongkong stockmarket offers much 

reassurance in that direction. : 
Securities’ pre-tax profits plunged 

from HK$234 million (US$31.75. million) 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
f 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
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to HK$50 million between 1981 and | 


1982 on a less than 10% drop in turnover | 
— illustrating how sensitive earnings are 
to market volume. After equity-ac- 
counting of associates, there was a 
HK$421 million turnaround below the 
line, to losses of HK$182 million, reflect- 
ing losses at property subsidiary Sun 
King Fung Development. Securities has 
now sold its 46.6% stake in Sun King 
Fung to Fung as part of the restructur- 
ing, and in return beefed up its stake (to 
28.34%) in Television Broadcasts 


(TVB) which should at least spare Sec- 


urities future horrors from the property- 
market collapse — something Merrill 
was no doubt anxious to get out of too. 
But that still left profits for the first half 
of 1983 (to June 30) some 80% down at 
HK$14.6 million o onan equity- "accounted 
basis. | 

It is odd, to say: — least, to see the 
Securities board arguing @ (reasonably) on 
one page of 3 document that the 


| 
| 
| 
| 
| 
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| 
| 
| 
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| 
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| 


merger will make $ 

‘fess susceptible to 
broking business" whil 
advisers argue. els Te In. 
Securities’ better: earning: po 
may be true, as the document. 
gues, that there is something t 
for turning Securities and Bank into an 
American-style financial. supermarke 
offering a range of money-managem nt 
and investment services (though margin 
financing by Bank's or Securities’ clien 
sounds like one of the more dubious. 
benefits). But it is hard to see why all tl 
cannot be achieved without a new corpo 
rate structure. 

Neither Securities nor Bank is pr 
pared at this stage to forecast profits for 
the current year and (rather worryingly) 
the independent advisers ^ talk of. 
economic problems in Hongkong likely: 
to “depress. profitability” at Bank 
Moreover, Fung, Paribas and Me 
have jointly had to indemnify 
guarantee Bank in the amount 
HK$282 million, to avoid the need fo 
provisions against loan principal in the. 
current year. ’ 

Bank's earnings plunged from HK$71 
million to HK$39 million in 1982, though 
only after (first-time) transfers to inner 
reserves. They fell again by 56% t 
HK$7.1 million in the first half of thi 
year compared with the first half of 1982 
All in all, minority shareholders of Ban 
and Securities would probably be best 
advised to press for a cash buy-out op« 
tion while the big three shareholders sor 
out their own relationships, and botl 
companies' problems. Sun Hung Kai.& 
Co. could then come back to mar 
eventually, once it has established thi 
sound track record it is now promisin 
on the basis of some untested assump- 
tions. 

e OVER at the Hongkong headquar- 
ters of Indonesian entrepreneur Liem 
Sioe Liong's First Pacific group, where: 
things rarely stand still for long, Shroff. 
gathers that plans are being laid for the 
acquisition of a licensed Hongkong bank: 
— a small one, almost certainly, but one: 
which no doubt would be very useful to. 
the Liems in their ambitions to establish | 
an Asia-Pacific banking nexus stretching: 
from Hongkong to C alifornia — and. 
probably beyond. E 

Trade finance, on which First Pacifix 
concentrates, is the less glamorous end of. 
banking but it is also the more profitable 
end now that the shine has gone off prop-- 
erty finance and big syndicated loans.. 
Shroff would also not be surprised to see. 
First Pacific buying up more of Work 
Wide House, from which it operates — 
and possibly renaming it Fist Pacifi 
— 
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Stranded crewmen; the Golden E Builder in Hongkong: mystery of the missing agents. 


A cargo of nothing 


The Golden Builder returns to Hongkong after failing to pick up 
a consignment of aluminium that may never have existed 


By George Lauriat 

Hongkong: The 19-year-old Golden 
Builder, a 3,351-grt Panamanian-regis- 
tered cargo ship, left Hongkong in ballast 
on July 2 for Bangkok. The ship returned 
to Hongkong, cargoless, on August 5 after 
wandering about the South China Sea at 
the mercy of the wind, tides and cables 
from its Hongkong agents. 

Upon arriving in Hongkong, the crew, 
which was owed HK$500,000 (US$67,500) 
in back wages, was surprised to discover 
that the Hongkong agent, Kin Wah Navi- 
gation Co., had disappeared and that the 
Japanese trading house Nichimen had 
taken out a writ on August 2 against the 
owners of the Golden Builder for dam- 
ages resulting from the non-delivery of 
cargo. 

According to sources, the Golden 
Builder was supposed to proceed to 
Fuzhou, China, to pick up a cargo of 
299.933 tonnes of aluminium ingots on 
July 7 for shipment to Nagoya and/or 
Yokohama, Japan. The sale of the ingots 
was reportedly arranged by Lam Hon- 
hung, the sole proprietor of Po Hun 
Hong. whose offices at the time were in 
New York House in Hongkong's Central 
business district. 

The nearly US$4 million freight (which 
included items other than the aluminium) 
was prepaid by the Japanese shippers 
which included Kanematsu-Gosho, 
another major trading house. But the 
cargo was never actually ordered in 
China, with all the cargo documentation 
allegedly being forged. Nichimen has de- 
clined to answer press inquiries while 
Kanematsu-Gosho, contacted. by the 
REVIEW, gave a “no comment” reply re- 
garding the aluminium ingots. 

This is apparently similar to a case in- 
volving a cargo fraud on the Bonnaza, in 
which the cargo existed but the ship did 


114 


not and the shipping documentation was 
forged. There too, shippers had paid a 
middleman for freight which was never 
delivered and shipping documentation 
was forged (REVIEW, May 23, '80). 

The Golden Builders master, Kwok 
Hok-hoi, was under instructions from the 
Hongkong agents to proceed to Bangkok. 
However, in filling up the Hongkong 
Marine Department departure forms, Kin 
Wah indicated that the vessel was to pro- 
ceed to Fuzhou. Kin Wah's representative 
signed the forms rather than the vessel's 
master. The vessel began its strange 
odyssey when the engines broke down en 
route to Bangkok and the vessel drifted 
for several days. The ship received telex 
instructions from Hongkong to proceed to 
the Philippines, first heading for Manila 
(but being denied entry) and later putting 


into San Fernando in northern Luzon for | 
_ casualties were two particularly suspicious 


fuel and provisions. 

The vessel sailed for Japan via Taiwan, 
weathered typhoon Wayne outside 
Kaohsiung and eventually sought shelter 
outside Fuzhou. The vessel apparently 
tried a number of times to contact Hong- 
kong but failed and eventually decided to 
head for Hongkong. On July 31 the ship 
received instructions. to 
Keelung in Taiwan but upon arrival was 
refused permission to put in. Three days 
later, the ship arrived in Hongkong, from 
where it had started its voyage. 

Kin Wah Navigation disappeared 
shortly before the Golden Builder reap- 


.kong'ss Wanchai district) from which, 


however, it had been absent for around 
three months, according to sources. 
Another address was given in Sincere 
Building in Central district but checking 
revealed that Kin Wah had left these pre 

mises nearly five years ago. Finally, Kin 
Wah also gave an address at the Tai Sang 
Commercial Building in- Hongkong's 
Western district which was the office of 
Deway Shipping. According to an em- 
ployee, who used to work for Kin Wah, 
the company left the premises three 
months ago. 

Kin Wah Navigation was formed in 
1973 and consists of three shareholder/di- 
rectors; Lo So-sung, Law Kwok-kan and 
So Chun-chi. The company has been act- 


Ang as a shipping agent and shipbroker and 


also as a crewing agency. Among the com- 
panies for which Kin Wah has supplied 
crews are Oneness Shipping and Tonbon 
Shipping, both located in Hongkong. 


2 bras is associated by common direc- 
tors and other elements with a group of 
companies that include Port Engineering, 
Cheung Lee Warehouse, Gulf Ocean 
Lines and Greenland Line which have suf- 
fered 11 casualties in recent years; insur- 
ance investigators have been involved in a 
number of these cases. Among these 


sinkings, that of the God Pioneer I and the 


| Starter (REVIEW, Nov. 16, '79). In 1979, 


proceed to'| 


Kin Wah was sued by Ban Thong, a Hong- 
kong trading firm, for the short-shipment 
of wheat husks to Indonesia. According to 
Ban Thong, the matter was dropped as the 
insurance on the cargo covered the loss. 
The: oWnership of the Golden Builder 
has changed hands several times in recent 
years. The vessel was owned by 
Kanematsu-Gosho through a company 


| called Naeco Navigation registered in 


peared, leaving a string of addresses and | 


telephone numbers around Hongkong. 
The crew of the Golden Builder expected 
to find the company in New York House 
at the same address which Po Hun Hong 
was previously occupying. This address 
was unoccupied. The company also had an 
address in Dominion. Centre (in Hong- 


Panama. Naeco is listed under Kane- 
matsu-Gosho in Lloyd's shipping register 
as the "agent" of the Golden Builder, 
though the distinction between ownership 
and management is often blurred on Pana- 
manian-registered vessels. 

On August 4, 1982, the vessel was sold 
by Naeco to Goodtrip Marine Co. SA a 
single ship-owning company. In this déal, 
Lee Boon.Chean and Alfred Kao uu 
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tain Kwok Hok-hoi: proce 


behalf of Goodtrip. When the REVIEW 
red Kanematsu-Gosho about the own- 
hip of the vessel, the company replied 
t "had owned the Golden Builder 
b her [in] December 1976" and that 
name of Goodtrip Marine is un- 
»wn to us.' 
he officers and directors of Goodtrip 
rine included Lee, Kao and Shin Ying 
en. Lee, also known as Lee Man-chin, 
, according to public records, a 
keholder in Port Engineering and 
portation and Greenland Line. 
e had also served aboard the vessels 
anah (which sank in 1959), Sunning 
National Glory which also were lost. 
wife, Mak Mei-yuk, was a director of 


Henderson Baring 
Pacific International Fund 


(Société Anonyme d'Investissement 
incorporated with Limited Liability in Luxembourg) 


3,310,013 shares of US$2 par value 
(listed on Luxembourg Stock ‘ Exchange) 


Issued at a premium of US$8 to raise US$33,100,130 





2,000,000 shares were underwritten and placed in Japan by 


Dai-Ichi Securities Co., Ltd 


Henderson Baring Fund Managers Limited 


August, 1983 









eding under instruction. 


the company owning the National Glory. 

On August 8 — three days after the 
Golden Builder's arrival back in Hong- 
kong and six days after the writ was issued 
against the owners — a new set of direc- 
tors was appointed to Goodtrip Marine's 
board. The new directors were Lo Sung- 
hung, Lim Ching-hock and Pablo J. 
Espin; Lo is a director of Kin Wah Naviga- 
tion and the man that a former employee 
has described as the boss. 

The Hongkong representatives of 
Goodtrip Marine are Mutual and Com- 
mercial Shipping, located in Sincere 
Building. The principal officers and 
shareholders in the company include Lee, 
Mak, Kao and Chen Hsiang-chin. The 


This announcement appears as a matter of record only 


HÀ 


Investment Adviser 


Hong Kong 
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der, representatives of Goodtrip said they —— | 
had no knowledge of the ownership of the 


vessel and had had no contact with the - 


Golden Builder's crew, but that Kao had 


sent cables to the vessel over the period of 
the ship's erratic voyage. 

Chen is understood to have organised 
the sale of the vessel from Naeco to Good- 
trip but this was neither confirmed nor de- 
nied by the Mutual and Commercial staff. 


Chen has also given his company as — 
Blueline which was associated with a — 


number of ship losses in Taiwan. 
Although the interest in the Golden 

Builder stems largely from the US$4 mil- 

lion cargo which it was supposed to pick 
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up, the effects of the vessel's wanderings — — 


are not confined to the business communi- 
ty. Twenty-two seamen, many from In- 
donesia, are effectively stranded as a re- 
sult of the voyage and the subsequent dis- 
appearance of their agents. In a depressed 
shipping market employment is tight and 
even the job on the Golden Builder was 
for less than the normal wages that a sea- 
man in the region has been receiving. 
Under these conditions seamen do not 


like to leave their ship as the chances of (S 


collecting back wages seem to diminish 
with each passing nautical mile. It is likely 
that the Golden Builder will eventually be 
auctioned for scrap and that the crew will 
receive some part of the back wages owed 
them. 
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otting a market 








international spot gold-trading in Tokyo makes a tentative 
start, though some doubt the ultimate success of the move 


By Teresa Ma and Mike Tharp 


he first step towards setting up an in- 

ternational spot market for gold has 
been taken in Tokyo, though the initial re- 
sponse has been less than feverish. More- 
over, analysts in Tokyo question whether 
future demand will be sufficient to con- 
tinue the spot market's present trial run. 
Some of the companies involved in recent 
dealing contend that little has changed 
from the way spot business was done in the 
past, though N. M. Rothschild, the Hong- 
kong-based merchant bank which is pro- 
moting the experiment, claims new wrink- 
les offer advantages for investors. 

"The biggest attraction is the possibility 
of a new delivery point for international 
traders," said Peter Johns, a director of 
Rothschild in Hongkong. “We 
have always believed that a suc- 
cessful futures market is depen- 
dent upon a successful spot mar- 
ket and [our proposal] will only 
benefit the futures market.” 

In March 1982 a gold-futures 
market was created in Tokyo 
(REVIEW, April 9, '82), largely at 
the behest of local commodity 
brokers. Trading has been desul- 
tory. In June, 6,098 kgs of gold 
were traded, 6,861 kgs in July and 
in the first 23 days of August vol- 
ume dropped to 3,472 kgs. The 
price has remained fairly stable, 
ranging from ¥3,197 (US$13.27) 
a gram in March to ¥3,291 in July. 
An official of the Tokyo Gold Ex- 
change said a spot market would 
help futures trading because com- 
panies could buy from the spot 
market and sell in the futures mar- 
ket and vice versa. 

At present, gold is traded in 
Tokyo at a 25 US cents premium 
over the London price due to 
added shipment costs and the 
need to refine .995 gold (purity level) 
measured in ounces as traded in London 
to .9999 gold measured in kilograms as re- 
quired by the Japanese market. 

Japanese gold consumption is about 
10% of global consumption, according to 
the Japan Gold Metal Association. A 
spokesman was sceptical about the dura- 
bility of a spot market in Tokyo. “I cannot 
say this movement [by Rothschild] will 
lead to the establishment of a spot mar- 
ket,” he said. “The Tokyo market is not 
mature yet.” 

Officials of the Ministry of Finance 
(MoF) and the mining division of the 
Energy and Natüral Resources Agency, 
which oversees gold transactions, knew 
little about Rothschild's attempt to pene- 
trate the spot market here. One MoF offi- 
cial doubted whether there would be 
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The MoF building: doubts about linkage. 


much linkage between spot and fut 
markets. 

Rothschild’s efforts centre on creat 
two-way market, in which each com) 
presents both buying and selling pric 
the same time. So far, requirements 
included yen prices, physical delivei 
the gold in Tokyo in units of 10 kgs 
cash settlement two days after the 
tract. 

One of the eight major Japanese + 
panies initially approached by the 
chant bank said other foreign dealer: 
also been promoting spot-market ac' 
and the Rothschild proposal was nc 
Another Japanese company, noting 
spot market has already existed in To 


Mr 


said Rothschild was trying to take ti 
itiative in spot gold dealing. 

Rothschild said the experiment, # 
began in late June, would end in Oct 
If it portends success, the bank hope 
the market will eventually quote p 
good for at least 100 kgs of gold — as 
to be achieved over a period of 
months. 

Although investment demand for 
in Japan fell sharply from 117 tonr 
1981 to 72.9 tonnes in 1982, accordins 
Consolidated Gold Fields report, . 
believes Japan is ready for spot tras 
The supernormal demand for ph: 
gold resulted from the initial enthus 
of investors as the market was openi 
to international traders but such dem 
began subsiding in the second halt of 


he said. ` 
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A cut above the rest 


Asia-Pacific region's air-transport industry is likely to 
aintain the growth lead it has set above the world average 


y Ted Morello 
York: The Asia-Pacific air-transport 
dustry, a pacesetter in the field in the de- 
de 1972-82, is likely to maintain that 
rong position between now and 1992. 
"his projection is based on a survey 
ong its 150 member states by the Unit- 
Nations' Montreal-based International 
'ivil Aviation Organisation (ICAO). The 
cument, prepared for the ICAO assem- 
y's September 20 to October 10 session 
Montreal, covers virtually all activities 
scheduled and non-scheduled airlines 
"ith the important exception of those of 
“hina and the Soviet Union, which did not 
ovide data. 
[n its general conclusion, the ICAO re- 
rted that despite the world recession, 
= air-transport industry “continued to 
rform well compared with many other 
=ctors of the economy." In the 1972-82 
Wweriod, total scheduled air traffic in- 
-eased at an average rate of 7.6% a year 
ainst 2.796 for the world's gross domes- 
e product. Scheduled air-passenger traf- 
c increased 7.7% a year, compared with 
5% for international tourist arrivals 
pete the growth rate for air-freight traffic 
as 8% against 3.2% for world produc- 
n of manufactured goods. 
- Financially, air-passenger revenues 
se 15.2% to US$95 billion in 1982, 
atching international tourist receipts. 
ir-freight revenue increased 16% to 32 
llion tonne-kilometres (tkms) in 1982, 
ghtly less than the 17.6% rise in the 
lue of manufactured goods exported 
ridwide. 
Measured against an international 
rdstick, the Asia-Pacific airline perfor- 
ance has been outstanding. For exam- 
œ, carriers based in the region more than 
»ubled their share, of international sche- 
led jraffic — passengers, freight and 
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mail — from 13% of the 1972 total of 28.1 
billion tkms to 26.4% of the 70.3 billion 
tkms in 1982, while their European and 
North American competitors were under- 
going a decrease from 44.8% to 38.4% 
and 28.7% to 18.9%, respectively. 

On an annual basis, the growth rate for 
all international scheduled traffic was 
9.695. For the Asia-Pacific carriers, the 
average figure was 17.7%, more than tri- 
ple North America’s 5.1% growth. Even 
more striking: six of the seven ICAO 
member-state airlines to top a 20% annual 
growth rate during the decade were in the 
Asia-Pacific region: Malaysia with 57.376, 
South Korea (34.5%), Singapore 
(34.3%), Indonesia (24.6%), Thailand 
(24.4%) and the Philippines (20.2%). The 
seventh, Saudi Arabia, placed in the Mid- 
die East region, scored 33.7%. 

On the financial side, the ICAO study 
attributed air transport’s comparatively 


favourable position to the fact that prices 
to the user did not increase as rapidly as 
per capita income and price indexes. The 
annual rate of passenger-fare increase per 
km. was 7% against 12.8% in developed 
market economies. For freight, the rate 
per tkm. rose by 7.3% a year, compared to 
the market economies’ 9% rise in the unit 
price of manufactured goods exported. 
Air transport’s performance is based on 
improved productivity resulting from 
technological innovations, 

[n 1981, the most recent full-year data 
available, total operating revenue was 
US$92.99 billion against operating ex- 
penses of US$93.68 billion. The Asia- 
Pacific region's share of total revenue was 
US$14.18 billion, or 15.2%, and of ex- 
penses, US$13.93 billion, or 14.9% — 
well below the record for Europe and 
North America but far and away the 
leader in the Third World. 

For the future, the ICAO projects con- 
tinued growth in world scheduled passen- 
ger traffic, but at a slightly reduced rate: 

% a year for the 1982-92 period as against 
7.4% annually over the previous decade. 
The agency added that as in 1972-82, the 
Asia-Pacific area, together with the other 
Third World regions, are expected to ex- 
perience annual growth in passenger traf- 
fic of 8.5-10%, "significantly above the 
world average." 
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PUT YOUR MONEY TO WORK FOR YOU IN THE U.S.A. 
Take Advantage of the Economic Upswing i 


i We assist overseas investors to immigrate (visas or permanent residence), establish i 
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i and manage their income-producing properties in the U.S.A. i 
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The Hongkong and Shanghai Banking Corporation 
Incorporated in Hong Kong with limited liability 


1983 Interim Results 


The Directors announce that the unaudited profit of The Hongkong Bank Group for the six months ended 30 June 1983 was 
HK$964 million (1982: HK$888 million), an increase of 8.6%. The profit was arrived at after providing for taxation and after making 
transfers to inner reserves, out of which provision for changes in the value of assets has been made. 


The Directors have declared an interim dividend of HK$0.18 per share (1982: HK$0.1636 adjusted), an increase of 10%. The dividend 
will be payable on 7 October 1983 to shareholders whose names are on the Register of Shareholders on 23 September 1983 and will 
amount to HK$412 million (1982: HK$374 million). 


The following is an unaudited profit and loss statement for the six-month period under review. 






































6 months to 6 months to 
30 June 1983 30 June 1982 
HK$m HK$m 
Net profit of The Hongkong and Shanghai Banking Corporation 
and its subsidiary companies 1,010 977 
Share of net profits of associated companies 230 127 
1,240 1,104 
Profit attributable to minority interests in subsidiary companies (276) (216) 
Profit attributable to the shareholders of The Hongkong and 
Shanghai Banking Corporation 964 888 
Transfers to reserves by subsidiary and associated companies (74) (52) 
Interim dividend (412) (374) 
478 462 
Balance brought forward 2,028 1,169 
Exchange adjustments 92 25 
Retained profits carried forward 2,598 1,656 
Earnings per share (adjusted) HK$0.42 HK$0.39 


The following Consolidated Balance Sheet details are also given for the information of shareholders: 


30 June 1983 31 December 1982 
(unaudited) (audited) 
HK$m HK$m 
Total Assets 428,361 379,186 
Shareholders' Funds 16,736 15,606 


To conform to generally accepted international accounting practice, the results of major associated companies have been included in the 
profit on an equity basis with effect from the year ended 31 December 1982. The figures for the six months to 30 June 1982 have, 
therefore, been restated on that basis. 


Prospects for the rest of 1983 


Until there is a successful conclusion to the talks now going on between Great Britain and China regarding the future of Hong Kong, it is 
likely there will be a degree of nervousness in the local market, particularly in the property sector. The economic recovery in the 
industrialised countries and notably the United States is continuing although the lesser developed countries still face balance of payment 
problems. 


While the banking industry continues to have difficulties in a number of areas the Directors consider that Group profitability will remain 
at a satisfactory level and are confident of being able to recommend a final dividend of not less than HK $0.37 per share. 
Closing of Register of Shareholders 


The Register of Shareholders will be closed from 12 September until 23 September 1983 (both dates inclusive). In order to qualify for 
the interim dividend, all transfers (accompanied by the relevant share certificates) must be lodged with the Registrars not later than 
4.00 p.m. on 9 September 1983. 





By Order of the Board 
F R Frame Secretary Hong Kong, 23 August 1983 
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The Hongkong and Shanghai 
Banking Corp. reported net 


profits attributable — to 
shareholders for the six 
months to June 30 of HK $964 


million (US$129.2 million), an 
8.6% increase on the compar- 
able 1982 figure of HK$888 
million. A feature of the re- 
sults was the increase in the 
share of net profits of associat- 
ed companies. These rose 81% 


HK$127 million. previously. 
Net profit of the Hongkong Bank and its 
subsidiaries showed slower growth, from 
HK$977 million to HK$1.01 billion. This 
included a US dollar contribution from 
51%-owned Marine Midland Bank of 
the United States, which has already re- 
ported a 27.5% rise in first-half earnings 
to US$46.9 million. Another subsidiary, 
the 61%-owned Hang Seng Bank, re- 
ported interim earnings up 6% to 
HK$286.3 million. 

Hongkong Bank directors forecast 
that group profitability will remain at à 
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COMPANY RESULTS 
Hongkong Bank group slows 
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Bank boss Michael 
to HK$230 million from |Sandberg: US boost. 
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satisfactory level and that the 
final dividend would be in- 
goreased by an effective 10% 

to not less than 37 HK cents a 
share. The interim dividend 
was set at 18 cents a share, an 
adjusted 10% increase, 
amounting to a HK$412 mil- 
lion payout (HK$374 million 
previously). 

The directors also noted in 
their statement that a “degree 
of nervousness” was likely to 
persist in the local market, 
particularly in property, until there was a 
successful conclusion to the talks on 
Hongkong's future. 

Analysts said the results were a little 
above market expectations. It is thought 
the improvement in associates’ perfor- 
mance in part reflects sharply increased 
earnings at 29%-owned Cathay Pacific 
Airways. The results are after the usual 
undisclosed transfers to inner reserves, 
out of which provisions for changes in 
the value of assets has been made. 

— CHRISTOPHER WOOD 





Rising with the tide 


Benefiting from higher demand for trade 
and industry financing resulting from the 
economic recovery since the beginning 
of this year, Asia Credit and Thai Invest- 
ment and Securities (Tisco) — Thai- 
land's two biggest publicly listed finance 
and securities firms — reported substan- 
tially higher earnings during the first half 
of this year. Asia Credit, the bigger, posted 
a Baht 37.8 million (US$1.6 million) 
after-tax profit, up 89% from the first 
half of 1982. Tisco's Baht 35.1 million 
net profit represents a giant 241% in- 
crease over the same period last year. 
Theirtotal assets stood at Baht 5.5 billion 
and Baht 3.8 billion respectively, at the 
end of June, up 13% and 28% respec- 
tively from June 1982. 

— PAISAL SRICHARATCHANYA 


Alcan down again 


Losses of major aluminium group Alcan 
Australia worsened to A$14.9 million 
(US$13 million) in the first half of this 
year, compared with A$2.5 million in 
the same period in 1982. Turnover was 
virtually unchanged at A$112.2 million 
(previously A$111.5 million). For the 
second half, an improved performance is 
expected, following a general rise in 
aluminium prices and demand. 

e group is currently reviewing plans 
to install a third potline at its Kurri Kurri 
smelter, where it is now lifting produc- 
tion — at 80% of capacity at present — 

‘back to optimum levels. Interest charges 
during the first half fell to A$10.5 million 
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(previously A$12.7 million) while the 
depreciation provision was boosted to 
A$7 million from A$6 million. No in- 
terim dividend has been declared. 

— BRIAN ROBINS 


Woolworths' mark-up 


Major Australian retailer Woolworths 
has reported a 15.6% increase in its net 
profit to A$17.6 million (USS15.5 mil- 
lion) for the six months ended July 27. 
Turnover during the period increased 
10.5% to A$1.5 billion from the previ- 
ous A$1.4 billion. The profit rise was re- 
stricted by a 53% increase in interest 
charges to A$6.4 million (previously 
A$4.1 million) and a depreciation provi- 
sion of A$12.5 million (up from A$10 
million). The tax provision was boosted 
to A$12.2 million (previously A$10.6 
million). There was a minor extraordin- 
ary loss of A$450,000. An interim di- 
vidend of 4.5 A cents, the same as in the 
previous period, was declared from 
earnings per share which rose to 10 cents 
from 8.7 cents. — BRIAN ROBINS 


Tin dredgers thin 


As a result of the export controls im- 
posed by the International Tin Council 
since July 1982, Aokam Thai and 
Tongkah Harbour — the two largest 
offshore tin-dredging companies with 
Malaysian interests listed on the 
Bangkok stock exchange — recorded 
lower earnings during the first half of this 
year compared to the same period in 
1982. | 

On the back of declining production, 


Aokam Thai's revenue from sales of tin 
during the half dropped by 24.7% from 
the same period in 1982 to Baht 109 mil- 
lion (US$4.7 million) while after-tax 
profit dipped 57.7% to Baht 8.7 million. 
Tongkah. Harbour also reported an 
8.795 decline in revenue (to Baht 48.8 
million) and a whopping 75% drop in net 
profit (to Baht 1.3 million) over the same 
period. | — PAISAL SRICHARATCHANYA 


OUB still ahead 


Group after-tax profit of Singapore's 
Overseas Union Bank (OUB) for the 
first half of this year was up 8.5% to 
$$21.6 million (US$10 million). At the 
bank level net profit rose 2.3% to $$20.1 
million. Also contributing to the group's 
profit was a finance subsidiary, Overseas 
Union Trust, which reported a rise of 
40.3% in pre-tax profit to S$3 million. 
OUB recommended a dividend of 10% 
gross. — V. G. KULKARNI 


J , B 
Jennings eamings up 
Australian home-building and construc- 
tion group Jennings Industries boosted 
its net profit to A$9.7 million (US$8.5 
million) in the year to June 30, compared 
to the previous year's A$9.4 million. Tax 
reductions stemming from the purchase 
of Dillingham Australia offset a pre-tax 
profit fall of 40% to A$9.8 million from 
A$16.1 million previously. 

Turnover during the year rose 15% to 
A$512 million, from A$444 million. The 
tax bill was a negligible A$36,000, com- 
pared with A$6.7 million previously. 
Extraordinary losses of A$1.8 million 
cut the final profit to A$7.9 million (pre- 
viously A$10.8 million). An unchanged 
final dividend of 5 A cents gives a steady 
10 cents payout for the year. 

— BRIAN ROBINS 


^ * ^ 
Mitsubishi arm loses 
Mitsubishi Motors Australia has re- 
ported a net loss of A$13.8 million 
(US$12.1 million) in the six months to 
June 30 compared with a net profit of 
A$1.2 million in the same period in 1982. 
Further losses are expected for the re- 
mainder of the year. Depressed demand 
and intense price competition have been 
cited for the deterioration of the group's 
profit performance. Revenue slipped 
3.6% to A$273.3 million. from A$283.5 
million the year before. Higher interest 
charges of A$5.9 million (previously 
A$1.5 million) and a depreciation provi- 
sion of A$8.4 million (A$6.5 million) 
weighed down the profit performance. 
The tax provision was a negligible 
A$54,000. 

In 1982, Mitsubishi Motors lost 
A$11.9 million and the full-year 1983 
loss could be easily double this. Despite 
the loss, the group has maintained its 
market share at an unchanged 11.6%. 
No dividend has been declared. 

— A CORRESPONDENT 
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Tokyo stays 


well in the lead 


TOKYO continued to break higher ground, breaching the 9,200-point mark on the Nikkei- 
Dow Jones Average in the period to Aug. 22, which also saw strong gains in Singapore, Kuala 
Lumpur and Australia. Seoul investors stayed out owing to the mounting controversy over 
government investigations of alleged fraud in certain corporate affairs. 


TOKYO: Propelled by encouraging economic news 
at home and abroad, the stockmarket shot through 
the 9,200-point levekon the Nikkei-Dow Jones Aver- 
age for the first time, closing at 9,203.75 on Aug. 22. 
Although volume rémained moderate, investors 
seemed buoyed by continued advances on both the 
New York and London exchanges. Blue chips, such 
as Kyocera, TDK, Hitachi and Mitsubishi Electric 
and high-technology issues were very strong. Preci- 
sion instruments and some pharmaceuticals, espe- 
cially those announcing new drugs or research pro- 
grammes, also gained across the board. The weak- 
ness of the yen against the US dollar appears to be the 
only negative factor for the near term. 


SINGAPORE: The market surged in active trad- 


ing, with Fraser's Industrial Index closing at 5.604. 1 
for a gain of 132.42 points over the previous period. 
A government projection that Singapore's economy 
could achieve 6-7% growth this year if the United 
States recovery stays on course continued to encour- 
age the market. Some brokers are predicting that the 
correction may be over and that the run-up to 
another bull phase may be in the offing. However, 
other brokers think the market's rise has come too 
soon and been too fast. Turnover in the five-day 
period was 67.6 million units, à daily average of 13.5 
million. 


KUALA LUMPUR: Strong investor buying sup- 


port pushed the stockmarket up, with Fraser's Indus- 
trial Index closing at 3,669.7, up 213.72 points from 
the previous close. There was encouraging news from 
Wall Street and locally listed companies turned in 
favourable interim results. Another factor that 
boosted the market was the forecast by analysts that 
plantation companies were likely to score strong 
earnings growth this year. A total of 45.3 million 
Shares changed hands in the five-day period for a 
daily average of slightly more than 9 million units. 


SEOUL: A week in which the government dis- 
closed a number of corporate irregularities and fraud 
allegations that culminated in the arrest of the 
Myongsong group chairman and sparked corollary 
investigations into the kerb money market and a 
commercial bank, left investors badly shaken and 
kept the market weak. The composite index slipped 
for the third straight period, dipping 0.51 of a point to 
close at 122.13. Good first-half reports by 226 com- 
panies, word that some large firms will issue new 
shares and heavy purchases by institutional investors 
averted a steeper decline, analysts said. Daily vol- 
ume averaged 5.7 million shares. 


HONGKONG: A renewed bout of political nerves, 


prompted by a statement by Chinese General Secret- 
ary Hu Yaobang to Japanese newspaper executives 
(REVIEW, Aug. 25), resulted in further market weak- 
ness. The Hang Seng Index closed at 1,000.23, down 
47.01 points or 4.5% on the period. Average daily 
turnover remained low at HK$125 million (US$16.9 
million), suggesting that the selling bout was far from 
a panic. Brokers expect a quiet period ahead with a 
relatively firm undertone at present levels, short of 
further unexpected developments on the political 
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front. In the short term, a series of upcoming interim 
corporate result announcements will influence senti- 
ment. 


MANILA: Total turnover for the period reached 
P31.3 million (US$2.8 million) though in volume 
terms was thin at 295.3 million shares. Accounting 
for more than a third of total value were two block 
sales: one involved P 10.8 million-worth of B shares 
in Philex Mining, said to be for the account of a still 
unspecified Hongkong investor, the other, P 1.7 mil- 
lion-worth of Anscor shares, with the buyer iden- 
tified as this company's own stockbrokerage arm, 
Anscor-Hagedorn Securities. There was some 
speculative support for Oriental Petroleum and 
Trans-Asia despite the oil-drilling lull. In a mixed 
mining section, net gainers included Atlas and Ben- 
guet. 


AUSTRALIA: Trading levels remained strong 


ahead of a widely expected austere federal budget on 
Aug. 23. The Australian All-Ordinaries Index rose 
by an impressive 17.2 points over the previous 
period's mark to finish at 690.6 points. Most traders 
are confident the market trend for the rest of the year 
will remain bullish and have shrugged off concern 
over what impact the budget will have. The only soft 
area was gold producers, owing to speculation about 
a possible tax on profits from gold mining, which are 
exempt at present. The index, now standing at a 25- 
month high, is expected to move much higher in 
medium-term trading. Market leader BHP has con- 
tinued to be strongly sought. 


NEW ZEALAND: Prices showed little overall 


change as trading quietened after the excitement of 
previous weeks. Even oils were quiet as investors 
considered the impact of announced. or rumoured 
floats on demand for existing scrip. With institutional 
investors generally out of the market, individuals are 
setting the trend. Late converts to the bull market are 
providing an exit — and profit — for earlier entrants. 
At period’s end the lack of a clear overall trend 
looked likely to persist for some time. 


TAIPEI: Although analysts said the market was still 
In d Correction phase, they noted institutional inves- 
tors have helped firm up prices and drive away the re- 
cent selling trend. Trading was mixed for most of the 
period, but büyer interest was keen in cement and 


| construction issues. The weighted index closed 16.73 
| points up at 717.41. A decision by local banks to 


maintain interest rates at current levels fortified con- 
fidence that the economic recovery would 
strengthen. Turnover was relatively weak, however, 
averaging NT$769 million (US$19.2 million) a day. 


BANGKOK: Despite a slight improvement in the 


Book Club Index, which gained 0.59 of a point at its 


| closing 131.52, the market finished the period easier, 





with investors demonstrating a lack of interest. Over- 
all, the market appeared hesitant, unable to decide 
whether newly announced strong corporate earnings 
justified another rally, or whether fears of higher in- 
terest rates would hold the market back. Average turn- 
over was Baht 27.2 million (US$1.2 million) a day. 
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Sound opinion is built upon 
solid ideas. $ 
xdi | Son o heater talons 

——— opinions in Hong Kong are formed 
in the South China Morning Post. 
Every day 186,000 people look to 
the Post as the most authoritative 
single source of local, regional, and 
international news available. | 
The Post and its readers cast a | 
very long shadow. 
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* LETTER FROM WEST BERLIN E 


A current joke in West Berlin has a 
serious undertone. It tells of one 
foreigner asking another what he thinks 
of living in the divided city. The reply is: 
“Well, it's all right . . . except that there 
are too many Germans." 

The serious side is that West Berlin 
has a huge concentration of foreigners, 
with the Turkish population alone 
touching a staggering 125,000 out of a 
total of fewer than 2 million residents. 
Indeed, nowhere in Europe is the juxta- 
position of two contrasting cultures — 
the Oriental and the Teutonic — so 
sharp as here, 

With unemployment increasing in 
West Germany and with few signs of re- 
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Muslims at prayer in a makeshift mosque . . . 


covery in sight, the mood of the people 
has turned against the foreign workers 
whose presence here is being increas- 
ingly seen as a threat to the jobs of the 
local workers. There is not a single day 
when the question of foreigners is not 
discussed in the media or parlia- 
ment. 

Twenty years ago, at the height of the 
West German economic “miracle,” the 
foreign guest worker was considered an 
indispensable tool in achieving the na- 
tion's ambitious industrial-development 
targets. However, an over-saturated 
labour market today has underscored 
the problem of finding work for a large 
redundant alien labour force. 

Average unemployment figures for 
1983 have been predicted at 2.4 million, 
which will include some 300,000 foreign 
workers; out of these, some 120,000 
Turks are expected to collect dole. Big 
companies like Ford, Volkswagen, Man- 
nesmann and others have retrenched 
many of their workers, with many alien 
heads to roll first. Unemployed for- 
eigners — mainly Turks, Portuguese and 
Yugoslavs — are looked upon as a liabil- 
ity when it comes to paying them un- 
employment and social benefits. 

Asian workers are relatively few in 
number. India, Sri Lanka, the Philip- 
pines and South Korea have provided 


124 


nurses and doctors, and most of these 
continue to work because of the in- 
adequate number of local skilled work- 
ers in the health sector. Nevertheless, 
projections by the Labour Office in 
Nuremberg reflect that sooner or later 
this group of workers will have to be re- 
duced further in view of the growing 
number of local people acquiring skills in 
these professions. 

Including families, there are some 
23,000 immigrants from India, 22,000 
from Pakistan, 12,000 from the Philip- 
pines, 8,000 from South Korea and the 
same number from Sri Lanka. There is 
also a large number of illegal residents 
from these countries who are not offi- 
cially registered 
with West German 
immigration au- 
thorities, but their 
number is dwindling 
rapidly because of a 
growing number of 
arrests and deporta- 
tions of illegal resi- 
dents in the coun- 
try. 

One problem is 
the number of so- 
called economic re- 
fugees South 


Asian children at an international school: rightwing backlash. 


Asians who have claimed political 
asylum on grounds of persecution at 
home, but who are widely suspected of 
wanting to come here simply for a better 
life. The large number of these refugees 
in the late 1970s led to visa requirements 
being introduced for all the countries of 
South Asia. The system of giving social 
assistance to the refugees was almost en- 
tirely axed, making it extremely difficult 
for the potential refugee to stay in this 
country. 


pplicants for asylum are also subject 
to working restrictions for the first 
two years of their stay. Moreover, the 
asylum-seeker is not allowed to move 
freely out of the limits of the jurisdiction 
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in which he has applied for asylum. But 
even this is not enough for some right- 
wing extremist groups. There has been 
an increase in the support received by 
these groups in big cities such as Kiel. 
Hamburg, Frankfurt and Stuttgart, 
though such support is negligible com- 
pared to that for the established political 
parties. Isolated incidents of violence, 
such as a bomb attack on a home oc- 
cupied by Vietnamese boat people in 
Hamburg, have been reported. 

And now there is talk not merely of 
checking the influx of foreigners; the 
emphasis has now shifted to repatriating 
them to their native countries. In June 
the Bonn cabinet approved a draft bill, 
offering premiums to foreigners willing 
to leave the country permanently. 
Labour Minister Norbert Blüm stated 
that this bill, which will be "strictly on a 
voluntary basis," will provide that each 
breadwinning member of an alien famil 
is given some Dm 10,500 (US$3,900) by 
way of premium and an additional Dm 
1,500 for every child in the family. 

This bill, which is 
due to become law 
in October and will 
initially run for a 
year until the end of 
September 1984, is 
aimed primarily at 
workers from Yugo- 
slavia, South Korea, 
Morocco, Portugal, 
Spain, Tunisia and 
Turkey, but other 
nationalities are 
also expected to 
avail themselves of 
the premiums. Blüm 
envisages that some 
7,000 foreigners will 
leave the country in 
1983 and another 
12,000 in 1984, : 

The public reaction against foreigners 
has unnerved many alien families who 
are suddenly faced with the prospect of 
being smoked out by what some describe 
as "legal tear-gas." Church organisa- 
tions acting on behalf of alien workers 
have also expressed their dismay over 
bureaucratic high-handedness. Salim 
Haidari, an Afghan refugee who arrived 
in this country after an odyssey through 
several others, perhaps summed up the 
feeling of many when he said: * ey 
took me in for a few months... . now they 
would like to throw me out. I know Lam 
not wanted here, but where else can I 
go? Would they do the same to a white 
refugee coming from East Germany?” - 

— MANIK MEHTA 
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Sumitomo Metals, Japan, the world's 
6th largest steelmaker, is recognized around 
the world as a reliable supplier of high quality 
steel and an innovative designer of advanced 
steel technology. 

If it sounds like we're proud of our 
achievements, thats because we are. 

Because it takes steel to build oil rigs, 
ships, trains, skyscrapers, airplanes, motor 
vehicles, bridges, office equipment, home 
appliances— virtually every modern 


convenience you can name. 

In fact, steel has become such an im- 
portant part of daily life, it is difficult to 
imagine what our lives would be like 
without it. 

So now it's easy to see why we're so 
proud. We're Sumitomo Metals, and we 
make almost as many kinds of steel as there 
are people—for people. 


€ SUMITOMO METALS 


Sumitomo Metals makes almost as many kinds 
of steel as there are people. 
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SUMITOMO METAL INDUSTRIES, LTD. 
GAPORE OFFICE: 6 Shenton Way 1121-02, DBS Bldg., Singapore 0106 Phone: Singapore 2204697 


Tokyo & Osaka. Japan 





2209193 Telex: 21194 


The Royal Garden — 
a strikinaly different hotel 
in the heart of Kowloon 


Located in Tsimshatsui East in the heart of Hong 
Kong vibrant new shopping and commercial 
district, The Royal Garden is a smaller deluxe 

hotel, with a personal touch. 

Tall palms, gracious ferns, lush foliage, flowering 
plants and a tranquil pool grace the garden atrium 
of The Royal Garden where each of the 409 
rooms and 28 suites overlooks the spectacle of this 
indoor garden, finished in Italian marble. 





For reservations at The Royal Garden. Hong Kong 
please call: the nearest office of HRI, The Leading 
Hotels of the World, your travel agent, the hotel 
direct at Hong Kong 3-7215215, telex HX39539, 
any other Mandarin International hotel, or any 
British Airways Office worldwide 
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WWF Kojo Tanaka /BCI 


The 


Giant Panda 
needs your help 
to survive 


NCE every eighty to a hundred years the 

bamboo forests in China's Sichuan 
Province, burst into flower and then die off. Anc 
that's bad news for the Giant Panda, which 
depends for its survival on huge amounts off 
bamboo. 


But that's just one of the problems facing th« 
Panda. 

To ensure that it has a future it is vital t 
preserve the complex ecosystem in which i 
lives, to carry out research into its dietary needs 
and investigate possible alternatives, to discove 
the reasons for its low reproduction rate, t« 
study the problem of internal parasites—all these 
factors and many more which threaten it 
survival. 

Recognition of the urgent need to solve thes 
and other problems has resulted in a unique ane 
historic partnership between WWF and th 
People's Republic of China. 

WWF has agreed to contribute US 
$1,000,000 towards a total of about U 
$3,000,000 needed by the Chinese Govern 
ment to mount a major Panda Conservatio 
Programme. This includes construction of 
research and conservation centre in the largest « 
the Panda reserves - Wolong Natural Reserve is 
Sichuan Province. 

A team from WWF, led by the distinguishe 
ecologist Dr. G. Schaller, is already at work i 
Wolong together with top Chinese scientiss 
under the leadership of Professor Hu Jinchu. 

The Giant Panda is an endangered anima 
It is also the symbol of WWF's worldwict 
conservation efforts to save life on earth. 

But WWF needs money — your money. 

"lease send contributions to the WW F 
National Organisation in your country or direct t. 


WWE International, 1196 Gland, 





Switzerland. 
WORLD WILDLIFE FUN 
WWF acknowledges the donation of this space by 
Far Ea stern Ei "uc Reviet ‘ 
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Giant steps 


It takes one to make one 


E C 3 => 


Bn the economic world, size alone does not make a giant, although Mitsubishi Bank certainly qualifies in that respect. 
ut more important than size is direction. Mitsubishi stays ahead of today's uncertain world economy with three other 
giant steps, all in the right direction. First, Mitsubishi has close contacts with many independent think tanks (in 
b to one of our own) to ensure a more precise vision of future economic trends. Second, we keep in touch with the 










rld with the latest electronic banking equipment — automatic and computerized — which handles two million 
ansactions in an average day. Third, with our choice of personnel, all highly trained men who observe and evaluate 
he changes in financial trends not only in the complex Japanese market but in 24 countries around the world. So that 
»eople in Germany who want to invest in Canada, or Americans who are interested in Asia, can get data and advice 
"rom their nearest Mitsubishi man. Regardless of the size of their investment. Today's new world requires new action 
»n a mammoth scale. Giant steps. Share them with Mitsubishi Bank. They're the best way to get where you want to go. 


"EAD OFFICE. 7-1; Marunouchi 2-chome, Chiyoda-ku, Tokyo, Japan OVERSEAS OFFICES: New York, Chicago, Los Angeles, Houston, Toronto, Mexico City, Caracas, London, Düssel- 
rt, Frankfurt, Paris, Milano, Zürich, Madrid, Tehran, Bahrain, Seoul, Beijing, Kuala Lumpur, Bangkok, Singapore, Hong Kong, Manila, Jakarta, Sydney, The Mitsubishi Bank o! 
aliformia in Los Angeles, San Francisco, San Diego and San Jose, Mitsubishi Bank of Canada in Toronto and Vancouver, Mitsubishi Bank (Europe) S.A. in Brussels, Mitsubishi Finanz 
schweiz) AG in Zürich, Banco Mitsubishi Brasileiro S.A. in São Paulo, Rio de Janeiro and Brasilia, Mitsubishi International Finance Limited in Hong Kong ASSOCIATED BANKS: Japan Inter- 
tional Bank in London, Libra Bank in London, Australian International Finance Corporation in Melbourne, Thai-Mitsubishi Investment Corporation in Bangkok, Diamond Lease (Hong Kong). Liu 
Yong Hing Bank in Hong Kong, P T Indonesian Investments International in Jakarta, Ayala Investment & Development Corporation in Manila, Amanah-Chase Merchant Bank in Kuala Lumpur 


Mitsubishi Bank 


Beginning another century of service 























Sanwa Bank is one of Japan's 
leading banks, with more than 
6. 7 million clients, ranging fro. 
large corporations to small bus 
nesses and individuals. 
Internationally, Sanwa provide 
a full range of in-depth bankin 
services in kev financial cente 
throughout the world. 

For a fast and far reaching re- 
sponse to your financial requir 
ments, contact the bank that 
speaks vour language. 

Contact Sanwa Bank. 


Big enou . 
to see bevond profits 
to people 


Sanwa International Finance Limited 
1305-1308, Gloucester Tower, The Landmark . 11 Pedder Street, Hona Kona 
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Tel.: 5-261351 Telex: 64836 SIFL 64837 SIFX Cable: SANWAINTFEN 


cy Sanwa Bank 


Tokyo, Osaka and 247 offices in Japan 


INTERNATIONAL BANKING GROUP: 1-1 
Hong Kong Branch: Fairmont House, 8 Cott 
Singapore Branch: 50 Hatties Pisce 


OVERSEAS NETWORK: Beijing, Shang 
Manila, Jakarta, Sydney, | lo Dusst 
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E LETTERS TO THE EDITOR 


F) . , 2 
Crimes' and punishment 
The group of 13 charged in Ho Chi Minh 
City with attempting to overthrow the 
government included seven Jesuit priests, 
mot five as your report stated [The Week, 
IREVIEW, Aug. 11]. This long-awaited trial 
took place on June 29-30. The six other 
defendants were four men and a woman, 
all of whom seem to be lay people, and a 
pre priest, Fr Albert Nguyen van 
oa. 
The accusations are a real litany of 
'crimes" of the old-style Russian vintage: 
»llegally publishing a tabloid “to incite 
Roman Catholic believers to rise up 
against the administration"; contacting 
“reactionary organisations abroad and re- 
«eiving money and gold from them; con- 
galing “cryptographic equipment, signal 
communications and printing facilities," 
nd so on. 
The priests and lay people had been 
aeld without trial since their arrest at the 
ac Lo church in December 1980 and 
anuary 1981. 
At the end of the two-day hearing Fr 
oseph Nguyen Cong Doan, regional 
“superior of the Jesuits in Vietnam and a 
gud Bible scholar working on a 
ietnamese version of the Bible, was 
siven a 12-year sentence. His assistant, Fr 
Boseph Do Quang Chinh, was sentenced 





to five years’ jail, while Peter Phan Huu 
Lai, an unordained Jesuit who lectured in 
linguistics at Saigon University, was sen- 
tenced to four years. Two other priests, Fr 
Joseph Linh and Fr Joseph Quy, were 
given periods of “surveillance,” to be fol- 
lowed by periods of “challenge” (thu 
thach). The seventh Jesuit in the group, Fr 
Roch Trung, was “warned” and released. 

Amnesty International, the London- 
based human-rights organisation, 
adopted the eight priests as “prisoners of 
conscience” some considerable time ago, 
and is now working for their early release. 
Accounts of the trial do not say whether 
the accused were given an opportunity to 
defend themselves against the charges be- 
fore being sentenced. As no foreign news- 
men or other independent observers at- 
tended, reports of alleged “confessions” 
must therefore be treated with great re- 
serve. 


Hongkong BERNARD J. SHIELDS 


Swire, esquire 

The Swire group profile [REVIEW, Aug. 4] 
made interesting reading. As Christopher 
Wood pointed out, the able performance 
of the Swire management stems in part 
from the company's special culture. He 
was right to credit John Atkinson Swire 
and Sir Adrian Swire (as well as their 





father, the late J. K. Swire) with building 
the firm into what it is today. However, I 
was struck by how the current business 
still expresses the strong personality of its 


19th-century founder, John Samuel 
Swire. 

In 1974, John Swire & Sons was kind 
enough to permit me to read its 19th-cen- 
tury business correspondence stored in 
London: thousands of letters have been 
preserved from the first four decades of 
the firm's operations. Through them all 
the forceful but conservative character of 
the founder stands out — he was not a sim- 
ple-minded buccaneering tajpan. And, 
despite a spirit of competition with the 
Keswicks and Jardine, John Samuel Swire 
felt that he could not push too far too fast 
— even if it meant staying in the shadow of 
his rivals. 

Sometimes he despaired of his company 
ever being a match to Jardine. In a letter 
of February 11, 1881, he wrote: 

¢JMCo., thro’ old standing, social 
and personal influence, will gradu- 
ally become managers of all joint 
stock Cos. that are monopolies in 
China, and where there are Com- 
peting Concerns, with the exception 
of Bks and Ins*. Cos., they will en- 
deavor to bring about an amalgama- 
tion in their favor. It cannot be 
helped. We never could have got 
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Sheraton. 
wins on style 


"Its been said that I’m one of the most exciting 
soccer stars ever. Through practice and dédicatior 
I developed my own unique st yle, 

a winning style. And I admire 

others who have the 


dedication to develop a 
winning style of their own.” 


And like frequent guest Pelé, 
we're sure it won't take you long to see hi 
Sheraton wins on style. 

From the moment you walk inio'Our 
lobbies you'll see why. From traditional : 
modern, every Sheraton Hotel says com- 
fort and style in its own special way. 
From breakfast in your room, to dinner 
in one of our fine restaurants, Sherator 
caters to your every need. 

50 wherever your next trip may 
take you, make sure you come to 
T Sheraton, and see for yourself how 
Sheraton wins on style. 


Sheraton Hotels 
Worldwide (S), 








Make your 
reservation to 
stay in style. 


With just one call we can immediately con- 
im your reservation to stay in style, in any 
ne of the more than 450 Sheraton Hotels 
woridwide. 

We do it with our sophisticated on-line 
imputer reservations system. So with one 
all, your questions are answered, your 

servations and requests are confirmed, 
wad you can even book a year in advance. 

So call Sheraton's Reservatron III now. 
end make your reservation to stay in style. 
"opt MM 800-325-3535" 
800-325-3535" 
ee eee TT 926-4949" 
WASTERN CANADA .......... 800-268-9393* 

ESTERN CANADA .......... 800-268-9330" 
NNA, AUSTRIA .......... 0222/54-21-32* 


USSELS, BELGIUM ........ 02/219-45-96* 
E NMARK 0430/0020": 


JNDON, ENGLAND 
LSINKI, FINLAND ........... 90/17-61-00 


610-6 9 € 9.0..0,0.0 0. 8.0. GS S S. 













e8à6484006€4099*090659980520950992-92*994 






















M RENE rosis tore blot 7/860-4255 
RIS FRANCE... erri 6/079-2800* 
UBLIN, IRELAND .............- 01/728188" 
ERN E Lcosicosaste Dez 2/654051* 
STERDAM, 
NETHERLANDS..........-- 020/43-48-74* 
LO, NORWAY .........-.---- 02/41-69-95* 
HANNESBURG, 
SOUTH AFRICA 011/23-2963 
BARCELONA, SPAIN .......... 03/317-50-68" 
ADRID, SPAIN ......... ee 01/401-20-04* 
CKHOLM, SWEDEN ........ 08/22-94-55* 
ENEVA, SWITZERLAND ....... C22/210093* 
JRICH, SWITZERLAND ....... 01/302-0828" 
SSELDORF, 
WEST GERMANY .........-. 0211/498921* 
ORANKFURT, 
WEST GERMANY .......... 0611/295306* 
—AMBURG, 
WEST GERMANY .........--- 040/442597* 
UNICH, WEST GERMANY ..... 089/185063* 
at UTTGART, 
WEST GERMANY ........--. 0711/221976* 
NEY AUSTRALIA 231-6677* 
STRALIA 
(OTHER THAN SYDNEY) ..... 008-22-2229* 
JCKLAND, NEW ZEALAND ........ 793-509 
(collect) 
JRISTCHURCH, NEW ZEALAND ....60-373 
LLINGTON, NEW ZEALAND ...... 857-514 
led ye tna 3-723-3535 
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UE EEEN 03/264-4270° 
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NILA, PHILIPPINES ...........- 50-60-41 
Pe ABC E 235-4941" 
NGKOK, THAILAND ..........-. 2335160 
IRUT, LEBANON .............2.- 361-590 
ADH, SAUDI ARABIA ........ 1/477-3244 
EXICO CITY, MEXICO ....... 905-525-9060" 
D PAULO. BRAZIL. 255-3633 


RACAS, VENEZUELA ......... 02/339900 


icates on-line computer reservations system. 


I-free anywhere in Denmark. : : 
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Hotels. Inns & Resorts Worldwide 


all your local Sheraton Hotel or Reservations Office 
r Travel Agent. 
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the position. Trade  jealousies 

would have prevented any such ar- 

rangement. The inevitable is that 

JMCo. will before long tower above 

all Competition, but we should be 

able to play a respectable second 
fiddle and that is the most we can 
hope for.* 

As your article points out, the ability of 
Swire's descendants has lifted the firm to 
heights John Samuel Swire had little hope 
of scaling. Or, perhaps, Jardine may be 
said to have fallen. At all events, chair- 
man-designate Simon Keswick might now 
be well advised to adopt John Samuel 
Swire's motto for doing business in the Far 
East (given in a letter of 1884): "Avoid 
trusting Celestials or Terrestrials, there is 
no end of insolvency in China." 

THOMAS CHURCHILL WARD 
Boston, Mass 


The sole solution 


Darryl Bullen's letter (REVIEW, July 21) 
reflects an ignorance of current Cambo- 
dian political realities. One of those 
realities is that Vietnam's invasion and oc- 
cupation of Cambodia have been un- 
equivocally condemned by the rest of the 
world, and the Heng Samrin regime, in- 
stalled and maintained in power through 
force of arms by Vietnam, has been de- 
nied the United Nations Cambodia seat 
for four consecutive years by a clear 
majority of the members. 

Another reality is that for four consecu- 
tive years, Vietnam, a member-state of 
that world body, refuses to abide by its re- 
solutions calling for, among other things, 
a withdrawal of its troops from Cambodia. 
Bullen thinks that only when diplomatic 
and military support for the Coalition Gov- 
ernment of Democratic Kampuchea is 
stopped will it be possible for Vietnamese 
troops to leave Cambodia. 

Little does he realise that Vietnam will 
never leave Cambodia of its own accord 
and that all the rationales given for the 
presence of its troops in Cambodia are 
only excuses to disguise its real intention, 
which is to colonise Cambodia. Indeed, 
within the past 18 months, Vietnam has 
moved as many as 400,000 farmers, fisher- 
men and traders in various areas of Cam- 
bodia on top of the 180,000 troops already 
inside the country. 

Bullen lightly dismisses the non-com- 
munist resistance forces of the coalition's 
prime minister, Son Sann, as unworthy of 
any credibility. But the fact that we have 
survived at all for almost five years with 
little help from the outside is the best tes- 
timony of our credibility and the support 
we enjoy inside Cambodia. 

The Khmer People's National Libera- 
tion Front (KPNLF) disagrees with Bullen 
that recognising the Samrin regime is the 
solution to Cambodia's ills. A solution to 
Cambodia's afflictions must be sought 

within the framework of the UN-spon- 
sored International Conference on Kam- 
puchea and various UN resolutions on 
Cambodia. VOA HUY KANTHOUL 
Minister Counsellor 
(Information & Press) 
KPNLF Representation Office 





























GIVE CROSS. 
IT’S GOOD FOR 
BUSINESS. 


Stimulate sales, recognize 
achievement, or express gratitude 
for a business friendship. The gift 
of a Cross Fountain Pen and Ball 

Pen in 14 karat gold filled will 
always leave a lasting impression. 
For helpful information, write on 

your company letterhead. 
A. T. Cross Co., 45 Albion Road 
Lincoln, R.1. 02865, U.S.A. 


CROSS 


SINCE 1846 


New York Lifetime Mechanical Guarantee 





The White House in Washington. 


Designed in 1792, the White House has 132 rooms occupying 86, 184 
square feet of space. It is the official residence of the President of the United 
States of America, 


Great Landmarks 
of the world. 





A1 
u 
BD 4t the Dusit Thani in Bangkok. 


At 56 square metres, the Landmark rooms at the Dusit Thani Hotel 
are the largest in Bangkok and certainly amongst the largest in the world. 
Each room is elegantly furnished with twin, double or king-size beds, 
huge lounge area with sofa, desk, coffee table, easy chair and marble bathrooms. 
The Dusit Thani also features six superb restaurants, enormous 





shopping arcades, bars, disco, swimming pool, tennis and squash 
courts, an executive centre and health club. 
The only things that aren't on a grand scale are the prices. 









MA 











^ * * . - 

Everything is on a grand scale at The Dusit Thani 
PHE DUSIT THANI HOTEL, RAMA IV ROAD, BANGKOK 10500, THAI AND. PHONE: 2331130, TELEX: TH 8170 & TH 81027 ( ABLE: DUSEITOTEI 
PRESTIGIOUS HOTELS OF ASIA: THE DYNASTY/SINGAPORE. HOTEL LOTTE SEOUL, THE MANILA HOTEL/MANILA, THE RITZ/TAIPEI 









Editor: Derek Davies 
Deputy Editor: Philip Bowring 


Regional Editor: David Jenkins. 
Jonathan Sharp (Deputy): 
Patrick Smith, Ashley Wright (Assistants) 


Business Editor: Anthony Rowley. 
Paul Sillitoe (Deputy): 
Jose Galang, Christopher Wood (Assistants) 


News Editor: Mike Maclachlan: 
Michael Charnock (Deputy) 


Editorial Manager: Michael Westlake 
Chief Correspondent: Rodney Tasker 


Specialist Writers: 
Salamat Ali (South and West Asia) 
Nayan Chanda (Diplomatic): 
Robert Delfs (China Economy). 
Gene Gregory (Technology). 
Mary Lee (Hongkong). 
Teresa Ma (China Trade) 


Focus Editor: Donald Wise 


Art Director: Morgan Chua. 
Frank Tam (Assistant! 


Production Editor: Hiro Punwani: 
Edgar Chiu (Associate) 


BUREAUX 


Bangkok: John McBeth 
Paisal Sricharatchanya (tel. 2511139) 
Jakarta: Susumu Awanohara. 
Manggi Habir (333638) 

Kuala Lumpur: K. Das (208972) 
Manila: Guy Sacerdoti (572081) 
Peking: David Bonavia (338731 ext 317) 
Seoul: Shim Jae Hoon (723-3696) 

Si : V. G. Kulkarni (2203720) 
Taipei: Andrew Tanzer (751-7444) 
Tokyo: Mike Tharp, 

Hikaru Kerns (2708229) 
Washington: Richard Nations (783-6220) 





























OTHER CORRESPONDENTS AND CONTRIBUTORS 
re — 
Calcutta Jayanta Sarkar 
Canberra Anne Summers 
Colombo Mark de Silva 
Dhaka S. Kamaluddin 
Europe Maicolm Subhan (Brusseis) 

Daniel Neison (Landon), Therese Obrecht (Geneva) 

Islamabad Aftab Fullerton 
Kathmandu Kedar Man Singh 
Manila Leo a 
Moscow David Martin 
e Delhi Mohan Ram 
Moresby Rowan Callick 
Rangoon M.C. Tun 
Bnan Robins 

Nations Ted Morello 





Washington. h— 0 1 1L 3 Robert Manning 
Colin James. Klaus Sorensen 





Publisher: Charles H. Stolbach 
General Sales Manager: Elaine Goodwin 
Circulation Manager: Billy Woo 
Adv. Production Manager: Staniey Ng 


Published , every Friday, in since 1946. All Rights 
Reserved. €) Far Eastern Economic Limited, 
1983 ABC Member of the Audit Bureau of Circulations. London 


Offices: Centre Point, 181-185 Gloucester Road. Hongkong 
Postal address: GPO Box 160. Cable: ‘Review Hong- 
kong. Telex: HX75297 (ECWEK) Tel: 5-724217 (Editorial. Cable: 
Reviewads j Telex: 62497  REVAD HX 
Tel.: 5-734301 (Administration, Advertising and Circulation) 


Printed by South China Moming Post, Limited, Tong Chong Street, 
Hongkong 


U.K.: Registered as a newspaper at the Genera! Post Office 
iid waaa gare Economie Pavi (USPS 914-880) is pub- 
lished weekly, every Friday, 72.00 per year by Far Eastem 
Economic Review Limited. U.S. Maili — Datamovers, Inc., 
— 22 New Yor NY 10018. at 

ork, N.Y., and additional mailing offices. R:. 
voire a to Datamovers, inc., 38 W. 36th St., New 
York. N.Y. 10018 


SEPTEMBER 8, 1983 e FAR EASTERN ECONOMIC REVIEW 


The earth was made so vast 
that you may travel its open spaces. 








This is the flight deck of the world's 
most advanced jetliner, demonstrating 


Airbus supremacy in ergonomics. 

Perfected by pilots, with pilots in 
mind. 

Providing clear, logical, “Need to 
Know’ in-flight data for optimum 
operational efficiency and minimum 
maintenance. 

Airbus. Putting all the advantages 
on your side. 


© Airbus 





